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SILVER BELL INDUSTRIES, INC.

NOTICE OF SPECIAL MEETING OF SHAREHOLDERS
~ TO BE HELD NOVEMBER 27, 1978,

- NOTICE IS HEREBY GIVEN that a Special Mé,etmg of Shareholders of Silver Bell Industries,
Inc (“Silver Bell”), a Colorado corporation, will be held at the Forum Room, Umted Bank of Denver
‘on November 27, 1978 at 10:00 a.m., local time, -for the following purposes:

1. To conmder and vote upon a proposal callmg for approval and adoption of the Agree-
ment and Plan of Reorganization by and among Silver Bell, Union Qil Company ‘of California, a
California corporation (*‘Union”), and Minerals Exploration Company, a California corporation
and wholly-owned subsidiary of Union, (“Minerals”), a copy of which is attached as Annex III to
the Proxy Statement accompanying this Notice, including approval and adoption of (a) the sale
of substantially all of the assets, except for cash on hand, of Silver Bell to Minerals in exchange for
418,095 shares of Union’s Common Stock and (b) winding up, dissolution and liquidation of
Silver Bell under a Plan of Liquidation, a copy of which is attached as Annex I to the Joint Proxy
Statement accompanying this Notice, with distribution of the assets of Silver Bell (principally
Union Common Stock) as set forth in the Joint Proxy Statement.

2. To transact such other business as may propcrly come before the Meeting, or at any
adjournment thereof.

Shareholders of record at the close of business on October 16, 1978 shall be entitled to notice of

and to vote at the Meeting.

By Order of the Board of Directors

% Eugeﬁe H. Sanders
President

"+ Dated: October 25, 1978.

IMPORTANT

IF YOU DO NOT EXPECT TO ATTEND THE MEETING, PLEASE SIGN, DATE AND

MAIL PROMPTLY THE ENCLOSED PROXY IN° THE ENCLOSED STAMPED, ADDRESSED
ENVELOPE IN ORDER THAT A QUORUM MAY BE PRESENT AT THE MEETING AND
THAT YOUR SHARES MAY BE VOTED FOR YOU.
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SUMMARY OF JOINT PROXY STATEMENT
Introduction:
Minerals Exploration Company, a California corporation and a wholly-owned subsidiary of Union
Oil Company of -California (*Minerals” and “Union”, respectively) has agreed to acquire substantially
all of the assets of Silver Bell Industries, Inc., a Colorado corporation (“Silver Bell”), for 418,095

‘shares of Union’s Common Stock. Minerals has also agreed to acquire substantially all of the assets

of The Mancos' Corporation, a Colorado corporation (“Mancos”), for 6,905 shares of Union’s Com-

mon Stock. This Proxy Statement will be used jointly by Silver Bell and Mancos. in connect!on w1th S, S
‘ both -acquisitions. " This Proxy Statcment constitutes a Prospectus of Umon ' '

:_!cqul’silion of Silver Bell

" Pﬂri!dge. of the Silver Bell Meeting: - s

CHEV 005201

" The shareholders of Silver Bell are being asked to-consider and approve an Agreement. and Plan

- of Reorganization among Silver Bell, Union and Minerals which provides for the acquisition of substan-

tially all of the assets, except for cash. on hand, in banks (including certificates of deposit) and on
deposit with third parties (the “Assets”), of Silver Bell by Minerals in exchange for 418,095 shares
of Union's Common Stock, par value $8V4 per share, (“Union Common Stock”) (the “Silver Bell
Acquisition”). Neither Union nor Minerals will assume any obligations of Silver Bell except for

obligations to Minerals in connection with the Sweetwater Project and a promissory note in the principal -

amount of $50 000, plus accrued interest, payable to Mancos. Silver Bell will continue to be liable
to satisfy any other obligations existing at the completion of the Silver Bell Acquisition. Aside from
the described obligations and the obligations which will arise in connection with the completion of the
sale-of-assets transaction described herein (See EXPENSES on Page 16 hereof), Silver Bell has no
known obligations. Silver Bell will pay all such current obligations prior to or in the course of liquida-
tion. See BUSINESS AND PROPERTIES OF SILVER BELL-—The Sweetwater Project.

After the transfer of the Assets to Minerals is completed, it is contemplated that the shares of
Union Common Stock issued to Silver Bell as consideration for such transfer (except to the extent
that sales of such shares may be made to provide cash to pay persons entitled to fractional shares, to
pay expenses of Silver Bell and to make payments to any dissenting Silver Bell shareholders) will be
distributed to the shareholders of Silver Bell in complete liquidation of Silver Bell according to their
respective interests and that Silver Bell will then be dissolved pursuant to applicable law. Based
upon estimates of Silver Bell's management of the expenses of the Acquisition and the available cash
and liabilities at the time the Acquisition is completed, and assuming that there are no dissenting
shareholders, approximately 414,085 shares of Union Common Stock will be available for distribution
to Silver Bell’s shareholders either in shares or in cash representing payment for fractional shares and
a Silver Bell shareholder will receive approximately .054 shares. of Union Cemmon Stock for each

~ Silver Bell share he holds. Such exchange ratio is subject to change if any of the foregoing assumptions

prove incorrect. See PURPOSE OF THE SILVER BELL MEETING at Page 4, THE SILVER BELL
ACQUISITION — Distribution of Union Common Stock; Fracuonal Shares at Page 7, and EXPENSES
at Page 16. ‘ _ i,

Union’s Common Stock is listed on the New York, Midwest and Pacific Stock Exchanges. Recent
market prices of Silver Bell and Union Common Stock are set forth under COMPARATIVE MARKET
PRICES OF UNION AND SILVER BELL COMMON STOCK at Page 20. Mancos’ Common Shares

are not publicly traded.

Vote Required for Approval; Dissenting Stockholders.

Approval of the sale of substantially all of Silver Bell's assets and the dissolution of Silver Bell will
require the affirmative vote of holders of not less than two-thirds of the outstanding shares of Silver
Bell Common Stock entitled to vote at the meeting,

1
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Under the Colorado Corporation Code, shareholders who object to the proposed sale of substan-
tially all of Silver Bell's assets and the dissolution of Silver Bell may, upon compliance with certain
legal requirements, receive the fair value of their shares in cash. See RIGHTS OF DISSENTING
SHAREHOLDERS OF SILVER BELL AND MANCOS at Page 17. Should holders of 5% or more

of Silver Bell’s shares so act, however, Silver Bell will not be obligated to complete the transfer of its .
‘assets-and,if the transfer is not ‘effécted, no cash’ payments will be made. ‘See THE ‘SILVER BELL

ACQUISITION — Certain Terms of ‘the 'Silver Bell Agreement — Ame:ndments Condmons and

- Termination Prowswns at Page 10

Federal Income Taxes.

CHEV 005202

Silver Bell has recelved the opinion of its tax counscl Rcardon, Reardon and Reardon, a professional

corporation, Denver, Colorado to the effect that the acquisition of substantially all of Silver Bell’s assets -

for shares of Union Common. Stock will constitute a tax-free reorganization and that holders of Silver-

Bell Common Stock will not incur taxable gain or loss as a result of the transactions, except to' the

extent of cash received in lieu of fractional shares or for dissenting shares. See THE SILVER BELL

ACQUISITION Federal Income Tax Consequences at Page 7.

_ IAcquiéition of The Mancos Corporation
Purpose of the Mancos Meeting: A
The shareholders of Mancos are being asked to consider and approve an Agreement and Plan of

Reorganization among Mancos, Union and Minerals which provides for the acquisition of substantially

all of the assets, except for cash on hand, in banks and on deposit with third parties (the “Mancos
Assets”), of Mancos by Minerals in exchange for 6,905 shares of Union’s Common Stock, par value
$815 per share, (“Union Common Stock”) (the “Mancos Acquisition”), Neither Union nor Minerals

will assume any obligations of Mancos, which will continue to be liable to satisfy any obligations’

existing at the completion of the Mancos Acquisition. Aside from the described obligations and
the obligations which will arise in connection with the completion of the sale-of-assets transaction
described herein (See EXPENSES on Page 16 hereof), Mancos has no known obligations. Mancos
will pay all such current obligations prior to or in the course of liquidation. -

After the transfer of the Mancos Assets to Minerals is completed, it is contcmplatcd that the
shares of Union Common Stock issued to Mancos as consideration for such transfer (except to the
extent that sales of such shares may be made to provide cash to pay persons entitled to fractional
shares, to pay expenses of Mancos and to make payments to any dissenting Mancos shareholders)
will be distributed to the shareholders of Mancos in complete liquidation of Mancos according to their
respective interests and that Mancos will then be dissolved pursuant to applicable law. Based upon
estimates of Mancos’ management of the expenses of the Mancos Acquisition and the available cash
at the time the Mancos Acquisition is completed, and assuming that there are no dissenting share-
holders and that 150 Union shares will be sold to provide cash to pay persons entitled to fractional

shares, approximately 6,755 shares of Union Common Stock will remain for distribution to Mancos’

shareholders upon dissolution of Mancos and a Mancos shareholder will receive approximately ,0039

shares of Union Common Stock for each Mancos common share he holds. Such exchange ratio .

is subject to change if any of the foregoing assumptions prove incorrect. See PURPOSE OF THE
MANCOS MEETING at Page 11, THE MANCOS ACQUISITION — Distribution of Union Com-
mon Stock; Fractional Shares at Page 13, and EXPENSES at Page 16.

Union’s Common Stock is listed on the New York, Midwest and Pacific Stock Exchanges. Recent
market prices of Union Common Stock are set forth under COMPARATIVE MARKET PRICES
OF UNION AND SILVER BELL COMMON STOCK at Page 20. Mancos Common Shares are
not publicly traded.
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~ Vote Required for Approval; Dissenting Stockholders:

Approval of the sale of substantially all of Mancos’ assets and dissolution of Mancos will require the
affirmative vote of holders of not less. tha.n two-thirds of the outstanding shares of Mancos Common Stock

- entitled to vote at the meeting.

Under the Colorado Corporation Code, shareholders who object to the proposed sale of substamxally
all of Mancos’ assets and the dissolution of Mancos may, upon compliance with certain legal requirements,
receive the fair value of their shares in cash. See RIGHTS OF DISSENTING SHAREHOLDERS OF

SILVER BELL AND MANCOS at Page 17.. Should holders of 20% or:more of Mancos’” shares so.act,
- however, Mancos will not' be obligated to complete the transfer of its assets and, if the transfer is not

effected, no cash' payments will be made. See THE MANCOS ACQUISI’I‘ION Certain Terms of
the’ Mancos Agreement-—-—Amendments, C'ondmons and Termination Prowswns at Pagc 15.: ~

Federal Income Taxes*

CHEV 005203

Mancos has received the opmlon of tax counsel Reardon, Reardon and Reardon a professional
corporation, Denver, Coloradé to the effect that the acquisition of substantla.lly all of Mancos’ assets for
shares of Union Common. Stock will ‘constitute a tax-free reorganization and that holders. of Mancos
Common Stock will not incur taxable gain or loss 4s a result of the transactions, except to the extent
of cash received in lieu of fractional shares or for dissenting shares. See THE MANCOS ACQUISITION
—Federa[ Income Tax Consequences at Page 13.

Business of Union

Union Oil Company of California, incorporated in California on October 17, 1890, is engaged
principally in petroleum, chemical and mineral operations. Petroleum operations involve the explora-
tion, production, transportation and sale of crude oil, natural gas and geothermal resources; and the
manufacture, transportation and markctmg of petroleum products. Chemical operations involve the
manufacture, purchase and marketing of chemicals for industrial and agricultural uses. Mineral operations
primarily involve the exploration, development, mining, processing and marketing of “molybdenum,
columbium, rare earths and uranium. Other operations include real estate development and sales.
All phases of business in which Union engages are highly competitive. Union’s business will continue
to be affected not only by such competition, but by general economic developments, governmental regula-
tions, labor conditions and technological and international developments. See BUSINESS AND
PROPERTIES OF UNION. Union’s Statement of Consolidated Eammgs is at Page 24. Union’s
Consoliated Financial Statements begin at Page 63.

Business of Silver Bell

Silver Bell’s principal asset consists of a 35% interest in certain mining claims and leases and the
production therefrom (subject .to obligations for it proportionate share of costs of -development and.
production) which are subject to an Operating Agreement between Silver Bell and Minerals. Minerals
holds a 65% interest in such properties and production and is obligated for 65% of the costs. Minerals
has advanced Silver Bell’s share of the costs relating to the exploration and development .of the Sweet-
water Project. Such costs, which approximate $12,000,000 to date, including interest of 10% per
annum on unpaid advances, are required to be repaid out of 90% of Silver Bell’s 35% share of production
from the Sweetwater Project, if production commences. See BUSINESS AND PROPERTIES OF
SILVER BELL — The Sweetwater Project at Page 47. - -

Business of Mancos

Mancos holds patented and unpatented mining claims, together with four bmldmgs and mill
equipment in Montezuma County, Colorado. Mancos has nct actively engaged in exploration of its
properties but has confined its activities to performing annual assessment labor on unpatented

mining claims.
3.




SILVER BELL INDUSTRIES, INC.
THE MANCOS CORPORATION

 JOINT PROXY STATEMENT

* This Proxy Statement is. being used ;omt!y as a Proxy Statement of Silver Bell Industries, Inc. and of
The Mancos Corporatlon and.also constitutes a Prospectus of Union Oil Company of California.

Pro:ues in the form accompanymg this: Joint Proxy Statement are being mailed to shareholders of

SILVER BELL" INDUSTR{ES INC,, a Colorado corporation (“Silver Bell”) who wi]l be solicited by

the Management of Silver Bell or -to shareholders of THE MANCOS CORPORATION a Colorado

" corporation (“Manco ) who will be solicited by the Management of Mancos.

The proxies solicited by the Management of Silver Bell will be used at a Speclal Meetmg of Share- -
holders to be held at the Forum Room, United Bank of Denver, 1740 Broadway, Denver, Colorado

on November 27, 1978, at 10:00 a.m., local time, or at any adjournment thereof, at which share-
holders of record at the close of busmess on October 16 1978 (the “Record Date”) shall be entitled

to vote.

The proxies solicited by the Management of Mancos will be used at a Special Meeting of Share-
holders to be held at the Forum Room, United Bank of Denver, 1740 Broadway, Denver, Colorado
on November 27, 1978, at 2:00 p.m., local time, or at any adjournment thereof, at which shareholders
of record at the close of business on October 16, 1978 (the “Record Date ) shall be entitled to vote.

This Joint Proxy Statement and the accompanying form of proxy are being sent to Silver Bell’s
shareholders on or about October 25, 1978, and to Mancos’ shareholders on or about October 26, 1978,
and will be sent to all persons who become shareholders of record of Common Stock on or prior to the
Record Date. cl

You are requested to complete, date and s:gn the accompanymg proxy and return it promptly
in the enclosed envelope. Proxies will be voted in accordance with the instructions contained therein.
If instructions are not given, proxies will be voted in favor of the proposal described herein. Each proxy
executed and returned by a shareholder may be revoked at any time before it is voted by giving written
notice of such revocation to the Secretary. Revocation is effective only upon receipt of such notice by
the Secretary. -

As of July 31, 1978 there were outstanding 7,568,38_8 shares of Silver Bell Common Stock,
$0.25 par value. As of July 15, 1978, there were outstanding 1,765,219 shares of Mancos Common
Stock, $0.01 par value. Approval of the proposal described below will require the affirmative vote of

* two-thirds of the shares of Common Stock of each corporation outstanding on. the Record Date.

PURPOSE OF THE SILVER BELL MEETING

The Special Meeting of Shareholders of Silver Bell has been called to consider and vote upon a
proposal to approve and adopt the Agreement and Plan of Reorganization by and among Silver Bell,
Union Oil Company of California, a California corporation (“Union”) and Minerals Exploration

~ Company, a California corporation and a wholly-owned subsidiary of Union, (“Minerals”), Minerals

will acquire substantially all of the assets, except for cash on hand, in banks (_includir_lg certificates of
deposit) and on deposit with third parties of Silver Bell (the “Silver Bell Assets”) in exchange for
418,095 shares of Union’s Common Stock, par value $8%5 per share (“Union Common Stock™).

Union and Minerals will not assume any obligations of Silver Bell except for Silver Bell’s obligation to

_ Mmerals to repay out of Silver Bell's 35% interest in the Sweetwater Project Silver Bcll's share  of

CHEV 005204
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Parties:

operating costs advanced by Minerals, which advances approximate $12,000,000 to date, Silver Bell’s
obligation to repay to Minerals a promissory note in the principal amount of $12,070, plus accrued
interest and a promissory note in the principal amount of"$50,000, plus accrued interest, payable to
The Mancos Corporauon (“Mancos”). Silver Bell will continue to be liable for the satisfaction of any

other obligations in existence at the completion of the Silver Bell Acquisition. Aside from the

described obligations and the obligations which will arise in connection with the completion of the sale-
of-assets transaction described herein (See EXPENSES on Page 16 hereof), Silver Bell has no
known obligations. Silver Bell will pay all such current obligations prior to or in the course of hquldauon

' 'See BUSINESS AND PRDPERTIES OF SILVER BELL — The Sweetwater Project at-Page 47"

After the transfer of assets contemplated by the Agreement and Plan of Reorganization (the “Silver
Bell Agreement”). is completed, it is contemplated that the shares of Union Common Stock issued
to Silver Bell as consideration for such transfer (except to the extent that sales of such shares may
be-made to provide cash to pay persons enntled to fractional shares, to pay expenses of Silver Bell
and to make payments to any dissenting Silver Bell shareholders) will be distributed to the share-
holders of Silver Bell in complete liquidation of Silver Bell according to their respective interests and
that Silver Bell will then be dissolved pursuant to apphcahle law and the Plan of Liquidation, a copy

-of which is attached hereto as Annex I

The Silver Bell Agreement is attached hereto as Annex III. The statements contained in this Joint
Proxy Statement with respect to the terms of the Silver Bell Agreement are subject to the more complete
information set forth in such Annex and are qualified in their entirety by reference thereto.

VOTE REQUIRED

Approval of the acqumuon by Minerals of the Silver Bell Assets (the “Silver Bell Acquisition™)
and the dissolution of Silver Bell will require_the affirmative vote of the holders of not less than two-
thirds of the outstanding shares of Silver Bell Common Stock entitled to vote at the meeting.

The members of the Silver Bell Board of Directors have indicated to Silver Bell that they intend
to vote all shares of Silver Bell Common Stock owned by them in favor of the Silver Bell Acquisition;

as of July 15, 1978, such shares- constituted 8.82% of the total number of outstanding shares of Silver

Bell.

Even if the Silver Bell Acquisition is approved by the levcr Bell shareholders, its complenon will
be subject to a number of conditions. See THE SILVER BELL ACQUISITION — Certain Terms of
the Silver Bell Agreement — Amendments, Conditions and Termination Provisions at Page 10.

THE SILVER BELL ACQUISI'I‘ION

. Union is a Cahfomla corporation with its principal executive offices at Union 011 Center
Los Angeles, California 90017 (telephone [213] 486-7600). Union is engaged principally in petroleum,
chemical and mineral operations. Petroleum operations involve the exploration, production,
transportation and sale of crude oil, natural gas and geothermal resources; and the manufacture,
transportation and marketing of petroleum products. Chemical operations involve the manufacture,
purchase and marketing of chemicals for industrial and agricultural uses. Mineral operations primarily
involve the exploration, development, mining, processing and marketing. of molybdenum, columbium,
rare earths and uranium. Other operations include real estate development and sales. All phases of
business in which Union engages are highly competitive. Union’s business will continue to be affected
not only by such competition, but by general economic developments, governmental regulations, labor
conditions and technological and international developments. See BUSINESS AND PROPBRTIES
OF UNION at Page 27. .
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Silver Bell is primarily engaged in the acquisition of interests in and to mineral properties and

conducts exploration thereon directly or through partners, lessees, purchasers, and optionees for many

types of minerals. Silver Bell's principal asset consists of a 35% interest in certain mining claims and
the production therefrom (subject to the obligation to pay its proportionate share of the costs of develop-
ment and production). which are subject to an Operating Agreement with Minerals. Minerals holds
the remaining 65% interest in such properties. See BUSINESS AND PROPERTIES OF SILVER
BELL — The Sweetwater Project at Page 47 and The Operating Agreement at Page 50..

Board of Directors Recommendation:

The Silver Bell -Acquisition has been voted on affirmatively by the Members: of the Board of
Directors of Silver Bell. At a meeting attended by four of its five members, the Board of Directors of
Silver Bell has recommended that the Agreement be approved by the shareholders of Silver Bell. No
member of Silver Bell's Board of ‘Directors has expressed disappr;jva{ of the Silver Bell acquisition.
The Board of Directors of Silver Bell adopted the Plan of Liquidation by unanimous written consent.

The Board of Directors of Union unanimously approved the Acquisition.

The terms of the Silver Bell Agreement are the result of arm’s-length negotiations conducted

- primarily by representatives of Union and Minerals and by Eugene H. Sanders and William K. Somer-

ville, President, Treasurer and Director and Executive Vice President, Secretary and Director of Silver
Bell, respectively. Among the factors considered in respect of Silver Bell were the existing reserves and
assets and earnings forecasts, particularly in regard to .the Sweetwater Project described below, as well
as judgments with regard to the prospects of Silver Bell separately and, in respect of Minerals, its
prospects as the sole owner of the Sweetwater Project. As sole owner, contingent upon the results of
technical and economic feasibility studies, Minerals would seek to utilize developing technology for
in situ leaching of uranium and_exploitation of the exploratory potential of the Sweetwater Project,

if warranted, and to reduce operating costs through simplified operation of the Sweetwater Project’

and other interests which are subject to the Operating Agreement between Silver Bell and Minerals.
See BUSINESS AND PROPERTIES OF SILVER BELL — The Sweetwater Project at Page 47, In
Situ Leaching Potential at Page 49 and The Operating Agreement at Page 50.

Silver Bell’s Management expects that -éilver Bell's shareholders will benefit from the Silver Bell
Acquisition for a number of reasons, primarily including the following:

(a) In lieu of Silver Bell shares which are tradeable only in the over-the-counter market,
Silver Bell shareholders will receive shares of Union, which are traded on the New York, Midwest
and Pacific Stock Exchanges and may be more readily sold or pledged; '

(b) Silver Bell has no producing. properties at the present time and no significant revenues,
recurring cash flow, or earnings from operations. In addition, the mining business is highly com-
petitive and capital intensive, - Given its limited financial resources, Management believes the
transaction with Union will enable Silver Bell to realize more immediately the potential value
of its nonproducing mining properties;

(c) Silver Bell’s principal asset is its 35% share of the Sweetwater Project. If for any
reason the potential of the Sweetwater Project cannot be realized, the value of Silver Bell shares
will be substantially diminished. Management of Silver Bell believes that the potential of the Sweet-
water Project can best be realized by Silver Bell shareholders, indirectly, as shareholders of Union,
a much more diversified company. See BUSINESS AND PROPERTIES OF SILVER BELL —
The Sweetwater Project at Page 47; and

(d) Silver Bell shareholdefs, who have never received a dividend, may be expected to benefit
from Union’s policy of payment of dividends on a regular basis, although Union’s future share
dividend policy is subject to change. See COMPARATIVE PER SHARE DATA at' Page 20.

6
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As of September 30, 1978, the present officers and directors of Silver Bell, together with family
corporations, their wives, children and trusts of which such persons are trustees or beneficiaries, owned
beneficially an aggregate of 667,975 shares of Silver Bell's Common Stock, representing approximately
8.82% of the total number of outstanding shares. Of that number, Mr. Sanders owns a total of 515,766
shares or approximately 6.8% of the total number of outstanding shares. In addition, Consolidated Oil
& Gas, Inc. owns an additional 850,342 shares: or approximately 11% of the total outstanding.
Consohdated Oil & Gas, Inc. has informed Silver Bell that it intends to vote in favor of the Sllver Bell
Acquisition. - | B 5 B 2 TR : - .

There are no outstanding options or warrants to purchase shares of Silver Bell’s Common Stock

- The Board of Directors of Silver Bell recommends’ a vote FOR the proposal relating to the Silver
Bell Acquisition.

Federal Income Tax Consequenceé:

Silver Bell has obtained an opinion from Messrs. Reardon, Reardon and Reardon, a professional
corporation, Silver Bell’s tax counsel, to the effect that the transaction will constitute a tax-free reorganiza-
tion within the meaning of Section 368(a)(1)(C) of the Internal Revenue Code of 1954, as amended,
and that no gain or loss will be realized by Silver Bell or its stockholders, except to the extent a stock-
holder reczives cash in lieu of fractional shares or for payment of dissenting shares. The basis of the
Union Common Stock‘to be réceived by shareholders of Silver Bell will be the same as the basis for

the Silver Bell Common-Stock surrendered in exchange therefor. Silver Bell did not request a ruling

from the Internal Revenue Service relating to the federal income tax consequences of the Silver Bell:
Acquisition.

Any cash received by Silver Bell shareholders in lieu of fractional shares or in payment for
dissenting shares will constitute taxable income. See THE SILVER BELL ACQUISITION — Distribu-
tion of Union Common Stock; Fractional Shares at Page 7. Sharcholders.of Silver Bell should consult
their own tax advisors regarding the tax consequences of the acqmsmon to them. -

Federal Antitrust Considerations:

. Section 7 of the Clayton Act, one of the Federal antitrust laws, provides in part that no corporation
shall acquire the stock or assets of another corporation where, in any line of commerce in any section of the
country, the effect of such acquisition may be to lessen competition substantially or to tend to create a
monopoly. The Federal Trade Commission (the “FTC”) and the Antitrust Division of the Unitéd States
Department of Justice (the “Division”) have the responsibility for examining acquisitions under the
Federal antitrust laws and, when believed warranted by either thereof, may bring an action to enjoin
consummation of an acquisition or to divest stock or assets if the acquisition has been completed. Because
of the uncertainties in interpreting these laws, the posmbxlny of a challenge by these governmental agenmes
cannot be ruled out. : ;

The Hart-Scott-Rodino Antitrust Improvements Act of 1976 (the “Hart-Scott Act”) became e'ﬁcctivc_
by its terms on February 27, 1977. Under the provisions of the Hart-Scott Act, certain acquisition
transactions may not be consummated unless certain information has been furnished to the Division
-and the FTC and certain waiting period requirements have been satisfied. Union and Silver Bell
have determined that it will not be necessary to file the Notification and Report Form required by the
Hart-Scott Act with the Division and the FTC because the value of Silver Bell's assets is not sufficient to
require such filing. -

Distribution of Union Common Stock; Fractional Shares:

If the Silver Bell Acquisition and proceedings required by Colorado law for the voluntary dissolution
of the corporation are completed, the shares of Union Common Stock issued to Silver Bell as considera-

tion for the transfer of the Silver Bell Assets (except to the extent that sales of ‘such shares may be -
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made to provide cash to pay persons entitled to fractional shares, to pay expenses of Silver Bell and
to make payments to any dissenting Silver Bell shareholder) will be distributed to the shareholders of
Silver Bell in complete dissolution of Silver Bell according to their respective interests. Distribution of
shares and/or cash will be made to shareholders of record on October 16, 1978 and no further
transfers of Silver Bell shares will be made subsequent to that date on Silver Bell's transfer records.

‘Management of Silver Bell estimates that Silver Bell's operating expenses and expenses associated

to pay approximately $116,000 to satisfy its obligation to pay cash to persons entitled to fractional

shares. Assuming that no payments are required to be made to dissenting shareholders and that no '

unantxc:pated obligations of Silver Bell arise, Silver Bell will be required ‘to sell approximately 6,330

~ shares of Union Common Stock (based upon the price per share of Union Common Stock of $50 on

September 6, 1978) to meet such obligations to pay cash. Based upon the foregoing estimates and
assumptions, a Silver Bell shareholder will receive .054 shares of Union Common Stock for each

- Silver Bell Share he holds (18.52 Silver Bell shares will be entitled to approximately one share of Union

Common Stock) Such exchange ratio is subject to change if any of the foregoing estimates or assump-
tions prove incorrect. If substantial increases in Silver Bell's expenses or obligations or a substantial
decrease in the price of shares of Union Common Stock occur, such exchange ratio may be decreased.

At the time of distribution, a letter of transmittal will be furnished to shareholders of Silver Bell
for use in delivering their stock certificates to the United Bank of Denver, the Exchange Agent. Such
letter will contain instructions with respect to the surrender of Silver Bell stock certificates and the dis-
tribution of Union stock certificates. No fractional shares or scrip certificates will be issued in connection
with the Acquisition. In lieu thereof, any Silver Bell shareholder who otherwise would be entitled to
receive a fractional share of Union Common Stock will receive cash equal to the per share market
value of Union Common Stock (based on the average of the closing prices of Union Common Stock on
the New York Stock Exchange on each of the ten trading days immediately preceding the Time of

Closing multiplied by the fraction of a share to which such stockholder otherwise would be entitled)..

No Silver Bell shareholder shall be entitled to any dividends or other rights with respect to such fractxonal
interests.

Each Silver Bell shareholder will be required to surrender all of the Silver Bell stock certificates
registered in his name for cancellation prior to the dissolution of Silver Bell in order to receive the Union
Common shares to which he is entitled. Pending distribution to Silver Bell’s shareholders or to the
Treasurer of the State of Colorado, the Union Common Stock will be held by United Bank of Denver,
the Exchange Agent. The Exchange Agent will receive and hold all dividends payable on Union’s

Common Stock held by it. A Silver Bell shareholder will not be entitled to receive any dividends which

may be declared to be payable to Union stockholders of record as of any date after consummation of
the Silver Bell Acquisition unless such person has surrendered all Silver Bell stock certificates registered
in such person’s name prior to the dissolution of Silver Bell. Any such dividends and any cash payable
in lieu of fractional share interests will be held by the Exchange Agent, and remitted to a Silver Bell
shareholder, without interest, at the time such person’s stock certificates are surrendered; provided that
such surrender is made prior to the dissolution of Silver Bell. Silver Bell’s management anticipates that
Silver Bell will be dissolved as soon as is practicable and, in no event, later than one year after the
date on which shareholders approve the Plan of Liquidation.

In the event that any shareholder of Silver Bell cannot be located at the time the corporation is

. dissolved, the shares to which he is entitled will be sold and the proceeds of sale, together with

accumulated dividends and any payments due for fractional shares, will be paid to the Treasurer of the
State of Colorado to be held by him for 21 years under the provisions of the Colorado escheat statute.

- During that period, any shareholder who could not previously be found can make claim for his- portlon

of the fund.
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Resales of Union Common Stock by Silver Bell Affiliates:

—— - Rule 145 promulgated under the Securities Act of 1933, as amended (the “Securitics Act”), limits
the right of each “Silver Bell Affiliate” to resell shares of Union Common Stock received upon dissolution
of Silver Bell. The term “Silver Bell Affiliate” means each person who may be deemed to be a person
who controls, or who is a member of a group which controls, is controlled by, or who is under common
control with, Silver Bell" at the time the proposed Silver Bell Acquisition is submitted for the vote of the
stockholders of Silver Bell. Silver Bell will obtain from each of the persons regarded as a Silver Bell

- Affiliate prior tothe effective time of the Acquisition, as a-condition to the distribution of Union Common ~~

shares, a letter containing a representation to Union that such person will not make any disposition
of any of the shares of Union Common Stock obtained as a result of the Silver Bell Acquisition (presently
believed to aggregate approximately 81,989 shares of Union Common Stock) unless: (i) such distribu-
tion has been registered under the Securities Act; (ii) the sale of the shares is made in conformity with
the volume and other applicable limitations of Rule 145 promulgated under the Securities Act; or (iii)
some other exemption from registration of the shares is available. Union has not granted registration
rights to any Silver Bell Affiliate. Such letter will be in the form of Exhibit 8 to the Silver Bell Agree-
‘ment, which Exhibit is attached to this Joint Proxy Statement as Annex V and incorporated herein
by reference. : :

Effective Time of the Silver Bell Acquisition:

The Silver Bell Acquisition will become effective at the Time of Closing, which is defined in the
Silver Bell Agreement as December 15, 1978, or at such earlier or later time as may be agreed upon by .
“the parties. See THE SILVER BELL ACQUISITION — Certain Terms of the Silver Bell Agreement —
Amendments, Conditions and Termination Provisions as to the rights of the parties to amend the Silver
Bell Agreement and to proceed with the Silver Bell Acquisition even though certain of the conditions
thereto might not have been satisfied.

It is intended that the officers of Silver Bell will file a statement of intent to .dissolve with the
Secretary of State of the State of Colorado within 15 days after the effective date of the Silver Bell
Acquisition and that Silver Bell will promptly proceed to take the steps required to distribute the Union
Common shares and any cash payments to Silver Bell’s shareholders and to dissolve the Company. It
is estimated that distributions will begin approximately 30 days after the effective time of the Acquisi-
tion, although unforeseen circumstances may delay such distributions. '

When it is determined that the Silver Bell Acquisition has become effective, press releases to that
effect will promptly be distributed to various newspapers and wire services. Should it be necessary to
abandon the transaction, press releases to that effect will be similarly disseminated..

Certain Terms of the Silver Bell Agreement:

The following is a summary of some of the terms of the Sllver Bell Agreement not discussed
elsewhere: : -

Representations, Warranties and Covenants: Silver Bell has made representations and warranties
to Union with respect to, among other things, the information included in its Annual Report on
Form 10-K for the fiscal year ended March 31, 1977, title to the Assets, and the absence of litigation
or claims of others affecting the Assets. In addition, Union has made representations and warranties
to Silver Bell with respect to, among other things, certain of its audited financial statements, certain
litigation in which' it is involved and the absence since December 31, 1977 of any material adverse
change in its financial condition or in the results of its operations or of any other event, condition or
state of facts of any character which materially and adversely affects or threatens to -affect the results
of its operations or business or financial condition. The representations and warranties contained in
the Agreement will survive the closing of the transaction. Union will waive any rights it may have
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against Silver Bell shareholders—to recover damages for breach of any rEpresentatlons ‘warranties or
covenants at the T1me of Closing, as hereinabove defined. :

Amendments, Conditions and Termination Provisions: The Silver Bell Agreement states that -
any and all amendments must. be in writing and executed by all the parties thereto

- The: obligations: of Union; Minerals and Silver Bell to-caiise the Silver Bel.l Acqlnsmon to-be con-’
-summated are subject to certain conditions, including without limitation that: (i) no proceedings shall
be pending or threatened in which it is sought to restrain or prohibit the completion of the Silver Bell

; Acqmsmon and no other material proceedmg is pending or threatened; (ii) the holders of at least two-

thirds of Silver Bell’s oustanding stock shall have approved the Silver Bell Agreement; and. (iii) all
legal proceedmgs in connection with the transactions shall be. satisfactory to each party’s counsel and
all reqmred releases, waivers and consents shall have been obtained. The obligations of Silver Bell are

subject to certain additional conditions, 1ncludmg without limitation that: (i) all obligations shall have

~been performed by Union and Minerals, including the listing on the New York, Midwest and Pacific

CHEV 005210

Stock Exchanges of the shares of 'Union-Common Stock to be issued to Silver Bell upon completion of.

the Acquisition; (ii) Union’s representations shall be substantially accurate; (iii) certain legal opinions
shall have been delivered; (iv) all consents, approvals and actions requiréd by law (including share-
holder approvals) shall have been obtained or taken; and (v) the owners of fewer than an aggregate
of five percent (5% ) of Silver Bell’s shares shall have exercised dissenters’ rights.

The obligations of Union and Minerals are also conditioned upon the sansfactory performance or

waiver of the following conditions: (i) Silver Bell shall have performed its obllgatnons and covenants;
(ii) the Silver Bell Assets shall be in substantially the same condition they were in on April 1, 1978;

(itf) Silver Bell shall have delivered such evidence of title to the Silver Bell Assets and other title infor-
mation as Union may reasonably have requested; (iv) title to the Silver Bell Assets shall be satisfactory
to Union; and (v) Union shall have determined to its satisfaction that the representations made in the
Silver Bell Agreement are substantially accurate in all material respects. |

It is contemplated that these conditions will be. fulfilled before the Time of Closing, but the Silver

Bell Agreement provides that if any one more of such conditions shall not have been satisfied, the

party whose obligation to proceed is made subject to the satisfaction of such condition may, nevertheless,
at its election, proceed with the Silver Bell Acquisition. Notwithstanding the right of each party to
waive the sansfactlon of any condition to its obligation to proceed with the Silver Bell Acquisition, the
Silver Bell Acquisition will not be consummated if, at the Time of Closing, the Silver Bell Acquisition
will not, in the opinion of Silver Bell's tax counsel, constitute a tax-free reorganization. See THE
SILVER BELL ACQUISITION — Feéderal Income Tax Consequences. :

The Silver Bell Agreement may be terminated prior to or after shareholder approval of the Silver
Bell Agreement, in the event the transactions contemplated by. the Silver Bell Agreement are not con-

summated on or before December 15, 1978 (unless such date is extended by mutual agreement of the

parties), because of the nonoccurrence of any condition.

Rights of Dissenting Shareholders:

Any Silver Bell shareholder has the right to dissent from the proposed transaction and, if the
proposed transaction is approved and not abandoned, also has the right to receive cash in lieu of
Union Common Shares by complying with the notice requirements and other procedures described
under RIGHTS OF DISSENTING SHAREHOLDERS OF SILVER BELL AND MANCOS at Page
17. If the holders of an aggregate of more than 5% of Silver Bell’s outstanding stock exercise dis-
senters’ rights, the Silver Bell Acqmsntlon may be abandoned, unless Silver Bell waives this condmon
to completion of the transaction.
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The Silver Bell — Mancos Transaction:

In 1973, Silver Bell and Mancos entered into an Interim Agreement under which Silver Bell
agreed to acquire the assets of Mancos for 125,000 shares of Silver Bell's Common Stock. Until
February 11, 1977, certain pending litigation, Silver Bell’s inadequate capitalization and Mancos’

~ inability to obtain audited financial statements prevented Silver Bell from issuing the necessary shares
and completing the transaction. - ' :

In 1978, Union, Minerals and Silver Bell agreed that Minerals would acquire substantially all of -

. Silver Bell's- assets in exchange for 425,000 shares of Union’s Common Stock. Silver Bell requested = -

that Union and Minerals acquire Mancos’ assets directly as a means of discharging Silver Bell’s obli-
gations under the Interim Agreement. Because Union and Minerals. have no -interest.in acquiring

- Mancos’ assets, .they agreed to do so only upon the condition that the numbér of shares to be jssued

~ to Mancos would. reduce the number of shares issued to Silver Bell. The 418,095 Union shares to be:

“issued ‘to Silver Bell and the 6,905 shares to ‘be issued to Mancos resulted from this agreement and .
reftect the number of Union shares which would have been received by Mancos’ shareholders if Silver
~_Bell had acquired Mancos pursuant to the Interim Agreement and Union had issued 425,000 shares in

exchange for Silver Bell’s assets. ' : o

A Conditional Release was executed on June 19, 1978 by Silver Bell and Mancos whereby Silver

Bell was released from its obligation to acquire Mancos’ assets if the Silver Bell and Mancos Acquisitions

described in this Joint Proxy Statement are completed. _If the Acquisitions are not completed for any

reason, the Conditional Release provides that the Interim Agreement between Silver Bell and Mancos
 will again be effective. G O . - -

PURPOSE OF THE MANCOS MEETING _
The Special Meeting of Shareholders has been called to consider and vote upon a proposal to
approve and adopt the Agreement and Plan of Reorganization by and among Mancos, Union Oil
Company of California, a California corporation (“Union”) and Minerals Exploration Company, a
California corporation and a wholly-owned- subsidiary of Union, (“Minerals”). Minerals will acquire
substantially all of the assets, except for cash on hand, in banks (including certificates of ‘deposit) and
on deposit with third parties of Mancos (the “Mancos Assets”) in exchange for 6,905 -shares of Union’s
Common Stock, par value $8%5 per share (“Union Common Stock”). Neither Union nor Minerals
will' assume any obligations of Mancos and Mancos will continue to be liable for the satisfaction of
any obligations in existence. at the completion of the Mancos Acquisition. Aside from the described
obligations and the obligations which will arise in connection with the completion of the sale-of-assets = .
transaction described herein (See EXPENSES on page 16 hereof), Mancos has no known obligations.
Mancos will pay all such current obligations prior to or in the course of liquidation.

After the transfer of -assets contemplated by the Agreement and Plan of Reorganization (the
“Mancos Agreement”) is completed, it is contemplatéd that the shares of Union Common Stock issued
to Mancos as consideration for such transfer (except to the extent that sales of such shares may be

- made to provide cash to pay persons entitled to fractional shares, to pay expenses of Mancos and to
make payments to any dissenting Mancos shareholders) will be distributed to the shareholders of
Mancos according to their respective interests and that Mancos will then be dissolved pursuant to
the Plan of Liquidation, a copy of which is attached hereto as Annex II and applicable law,

The Mancos Agreement is attached hereto-as Annex IV. The statements contained in this Joint
Proxy Statement with respect to the terms of the Mancos Agreement are subject to the more complete
" information set forth in such Annex and are qualified in their entirety by reference thereto:

" VOTE REQUIRED
Approval of the acquisition by Minerals of the Mancos Assets (the “Mancos Acquisition”) and
the dissolution of Mancos will require the affirmative vote of the holders of not less than two-thirds
of the outstanding.shares of Mancos Common Stock entitled to vote at the meeting. '
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The members of the Mancos Board of Directors have indicated to Mancos that they mtcnd
to vote all shares of Mancos Common Stock owned by them in favor of the Mancos Acquisition; as
of July 15, 1978, such shares constituted 30.05% of the total number of outstanding shares of Mancos. -

Even if the Mancos Acquisition is épproved by the Mancos shareholders, its completion will be
subject to a number of conditions. See THE MANCOS ACQUISITION — Certain 'I‘crms of the

2 _Mancos Agreement-—Amendmcnts Condltmns and Termmatlon PIOV!S]ODS at Page. 15

. THE MANCOS ACQUlsmdN

. Parties:.

Union is a Calnforma corporation with its: prmcnpal exccuﬂve offices -at. Union QOil Center, Los
Angeles, California 90017 (telephone [213] 486- 7600) Union is engaged principally in petroleum, -

| "chemical and mineral operations. Petroleum operations mvolve the exploration, - production, trans-

portation and sale of crude oil, natural gas and geothermal resources; and the manufacture, transportation

‘and marketing of pctroleum products. Chemical operations involve the manufacture, purchase and

marketing of chemicals for industrial and agricultural uses. Mineral operations primarily involve the
exploration, development, mining, processing and marketing of molybdenum, columbium, rare earths
and uranium. Other operations include real estate development and sales. - All phases of business in

which Union engages are highly competitive. Union’s business will continue to be affected not only

by such competition, but by general economic developments, governmental regulations, labor conditions
and technological and international developments. See BUSINESS AND PROPERTIES OF UNION
at Page 27.

Mancos has been inactive since its incorporation in 1970. It owns exploratory mining'—properiies
in Montezuma County, Colorado. See BUSINESS AND PROPERTIES OF MANCOS at Page 59.

. Board of Directors Ru:ommendalionﬁ

The Mancos Acquisition has been voted on affirmatively by each of the Members of the Board
of Directors of Mancos. At a meeting attended by two of its three members, the Board of Directors
of Mancos has recommended that the Mancos Agreement be approved by the shareholders of Mancos.
A third director executed a Waiver of Notice and Consent to the action of the Board of Directors.
The Plan of Liquidation was adopted by unanimous written consent of Mancos’ Board of Directors.
No Mancos Director has expressed disapproval of the Mancos Acquisition.

The Board of Directors of Union unanimously approved the Mancos Acquisition.

The terms of the Mancos Agreement reflect the terms of the Interim Agreement entered into
by Mancos and Silver Bell Industries, Inc., a Colorado corporation (“Silver Bell”) on September 6,
1973. That agreement provided that at the earliest possible date the parties would enter into an
agreement under which Mancos would sell all of its assets to Silver Bell in exchange for 125,000 shares
of Silver Bell stock. The Interim Agreement was not concluded due to pending litigation against
Silver Bell, Silver Bell's inadequate capitalization and Mancos’ inability to obtain audited financial
statements. ;

In 1978, Union, Minerals and Silver Bell agreed that Minerals would acqﬁire substantiafly all of
the asscts of Silver Bell for 425,000 shares. of Union Common Stock. Silver Bell requested that Union
and Minerals acquire Mancos’ assets directly as a means of discharging Silver Bell’s obligations under

the Interim Agreement. Because Union and Minerals have no interest in acquiring Mancos’ assets, they
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“agreed to do so only upon the condition that the number of shares to be issued to Mancos would reduce

the number of shares issued to Silver Bell. The 418,095 Union shares to be issued to Silver Bell and the
6,905 shares to be issued to Mancos resulted from this agreement and reflect the. number of Union shares
which would have been received by Mancos’ shareholders if Silver Bell had acquired Mancos pursuant
to the Intcnm Agreement and Union had issued 425 ,000 shares in exchange for Silver Bell's assets
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A Conditional Release was executed on June 19, 1978 by Silver Bell and Mancos whereby Silver
Bell was released from its obligation to acquire Mancos’ assets if the Silver Bell and Mancos Acquisitions
described in this Joint Proxy Statement are completed. If the Acquisitions are not completed for any
reason, the Conditional Release provides that the Intenm Agreement between Silver Bell and Mancos
will again be effective. -

‘Mancos’ Management anticipates - that Mancos shafeholders will ‘benefit fi'om the Mancos
| Acqulsmon for the followmg reasons: . _

(a) In lieu of Mancos shares Wth]‘l are not readlly tradeable Mancos shareholders will
~ receive shares of Union, which are traded on the New York, Midwest and Pacnﬁc Stock Exchanges
". and may be more easﬂy sold or pledged ' -J, - St

(b) Mancos has no - producmg properties at the present ti'me ‘and no significant revenues,

recurring cash flow, or earnings from operations. In addition, the mining business is highly competi-

tive and capital intensive. ‘Given its limited finiancial resources, Management beheves the transaction
. with Union will enable Mancos to realize some value from 1ts nonproducmg mining propemes

(¢c) Mancos shareholders, who have never recelved a dmdend-, may be expected to benefit
from Union’s policy of payment of dividends on a regular basis, although Union’s future share
dividend policy is subject to change. See COMPARATIVE PER SHARE DATA at Page 20.

As ‘of July 15, 1978, the present officers and directors of Mancos, together with their wives,
children and trusts of which such persons are trustees or beneficiaries, owned beneficially an aggregate
of 530,500 shares of Mancos’ Common Stock, representing 30.05% of the total number of outstanding
shares. Of that number, Earl J. Brubaker owns a total of 5 10,500 shares or 28.92% of the total numoer
of outstanding shares.

There are no outstanding options or warrants to purchase shares of Mancos’ Common Stoc:k

The Board of Directors of Mancos recommends a vote FOR the proposal relatmg to the MBIICOS
Acquisition,

.\.

Federal Jncome Tax Consequences: _ T

Mancos has obtained an opinion from Messrs. Reardon, Reardon and Reardon, a professional
- corporation, tax counsel, to the effect that the transaction will constitute a tax-free reorganization within
the meamng of Section 368(a)( 1) (C) of the Internal Revenue Code of 1954, as. amended, and that
no gain or loss will be realized by Mancos or its stockholders, except to the extent a stockholder receives
cash in lieu of fractional shares or for payment of dissenting shares. The basis of the Union Common
Stock to be received by shareholders-of Mancos will be the same as the basis for the Mancos Common
Stock surrendered in exchange therefor. Mancos did not request a ruling from the Internal Revenue
Service relating to the federal income tax consequences of the Mancos Acqmsxtmn

~ Any cash received by Mancos shareholdérs in lieu of fractional shares or in payment of dissenting
shares will constitute taxable income. See THE MANCOS ACQUISITION — Distribution of Union
Common Stock; Fractional Shares below. Shareholders of Mancos should consult their own tax advlsors
regarding the tax consequences of the acquisition to them.

Distribution of Union Common Stock; Fractional Shares:

If the Mancos Acquisition and proceedings required by Colorado law for the voluntary dxssolutlon
of the corporation are completed, the shares of Union Common Stock issued to Mancos as considera-
tion for the transfer of the Mancos Assets (except to the extent that sales of such shares may be made
to provide cash to pay persons entitled to fractional shares, to pay expenses of Mancos and to make
payments to any dissenting Mancos shareholder) will be distributed to the shareholders of Mancos in

complete dissolution of Mancos according. to their respective interests. Distribution of shares” and/or |
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- ... to.pay cash to persons entitled to fractional shares.. Assuming that no payments are required to be made. - E

cash will be made to shareholders of record on October 16, 1978 and no further transfers of Mancos
shares will be made subsequent to that date on Mancos’ transfer records.

Management of Mancos estimates that cash in the amount of approjtimately $30,000 will be avail-
able to Mancos during the period prior to completion of the Mancos Acquisition, that Mancos’. expenses
will be $30,000 and that Mancos will be obligated to pay approximately $7,500 to satisfy its obligation

to d:ssentmg shareholders and that no unantncnpated obligations of Mancos arise, Mancos will be required
to sell approximately 150 shares of Union Common Stock (based upon the price per share of Union

. Common Stock.of $50 on September 6, 1978) to meet such obhgatmns to pay cash. Based upon the

foregoing estimates and assumptions, a Mancos shareholder will receive apprommatcly .0039 shares of.

Union Common Stock for each Mancos Common share he holds (255.46 Mancos shares will be entitled '

to approximately one share of Union Common Stock). Such exchange ratio is subject to change if any-
of the foregoing éstimates or assumptions prove incorrect. If substantial increases in Mancos’ expenses

. or obligations or a substantial decrcase in the price of shares of Union Common Stock occur, such

exchange ratio may decrease.

At the time of distribution, a letter of transmittal will be furnished to shareholders of Mancos for
use in delivering their stock certificates to Mancos. Such letter will contain instructions with
respect to the surrender of Mancos’ stock certificates and the distribution of Union stock certificates.
No fractional shares or scrip certificates’' will be issued in connection with the Mancos Acquisition.
In lieu thereof, any Mancos shareholder who otherwise would be entitled to receive a fractional share
of Union Common Stock will receive cash equal to the per share market value of Union Common
Stork (based on the average of the closing prices of Union Common Stock on the New York Stock
Exchange on each of the ten trading days immediately preceding the Time of Closing multiplied by the
fraction of a share to which such stockholder otherwise would be entitled). No Mancos shareholder
shall be, entitled to any dividends or other rights with respect to such fractional interests.

Each Mancos shareholder will be required to surrender all of the Mancos stock certlﬁcates registered
in Fjis name for cancellation prior to the dissolution of Mancos in order to receive the Union Common
shares to which he is entitled. Pending distribution to Mancos’ shareholders or to the Treasurer of the
State of Colorado, the Union Common Stock will be held by Mancos. Mancos will receive and hold all
dividends payable on Union’s Common Stock held by it. A Mancos shareholder will not be entitled to

| ~ receive any dividends which may be declared to be payable to Union stockholders of record as of any.

date after consummation of the Mancos Acquisition unless such person has surrendered all Mancos stock
certificates registered in such person’s name prior to the dissolution of Mancos. Any such dividends and

any cash payable in lieu of fractional share interests will be held by Mancos, and remitted to a Mancos

shareholder, without interest, at the time such person’s stock certificates are surrendered; provided that
such surrender is made prior to the dissolution of Mancos. Mancos’ management anticipates that Mancos
will be dissolved as soon as is practicable and, in no event, later than one year after the date on which
shareholders approve the Plan of Liquidation.

In the event that any Mancos shareholder cannot be located at the time the corporation is dissolved,
the shares to which he is entitled will be sold and the proceeds of sale, together with accumulated
dividends and any payments due for fractional shares, will be paid to the Treasurer of the State of
Colorado to be held by him for 21 years under the provisions of the Colorado escheat statute. During

that penod any sharcholder who could not previously be found can make claim for his portion of
the fund.

Resales of Union Common Stock by Mancos Affiliates:

Rule 145 promulgated under the Securities Act of 1933, as amended (the ‘“‘Securities Act”),
limits the right of each “Mancos Affiliate” to resell shares of Union Common Stock received upon -
liquidation of Mancos. The term “Mancos Affiliate” means each person who may be deemed to
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- be a person who controls, or who is a member of a group which controls, is controlled by, or who is

under common control with, Mancos at the time the proposed Mancos Acquisition is submitted for the
vote of the stockholders of Mancos. Mancos will obtain from each of the persons regarded as a Mancos
Affiliate prior to the effective time of the Mancos Acquisition, as a condition to the distribution of Union

-Common Shares, a letter containing a representation to Union that such person. will not make any
disposition of any of the shares of Union Common Stock obtained as a result of the Mancos Acquisition
‘(presently believed to aggregate approximately' 2,067 shares of - Union’ Common Stock)  unless:
. (i) such distribution has been registered under the Securities- Act; (ii) the sale of the shares is made - .
“'in conformity with the volume and other applicable limitations of Rule 145 promulgated under the .

 Securities Act; or (iil) some other exemption from registration of the shares is available. Such letter

.~ will be in the form of Exhibit 8 to the Mancos Agreement, which Exhibit is attached to this Joint Proxy -
* Statement as Annex VI and incorporated herein by‘-réfcrgnce, Union has not grant_ed registration rights

to' any Mancos' Affiliate.

- Effeétive Time of thé. Acquisiion: ~ T
- The Mancos Acquisition will ‘become effective at the Time of Closing; which is defined in the
‘Mancos Agreement as December 15, 1978, or at such earlier or later time as may be agreed upon by

the parties. See THE MANCOS ACQUISITION — Certain Terms of the Mancos Agreement — Amend-
ments, Conditions and Termination Provisions as to the rights of the parties to amend the Mancos
Agreement and to proceed with the Mancos Acquisition even though certain of the conditions thereto
might not have been satisfied. - ' : ;

It is estimated thét the officers of Mancos will file a.statement of intent to dissolve with the -

Secretary of State of the State of Colorado within 15 days after the effective date of the Mancos
Acquisition and that Mancos will promptly proceed to take the steps required to distribute the Union

Common Shares and any cash payments to Mancos’ shareholders and to dissolve Mancos. It is

estimated that distributions will begin approximately 30 days after the effective time of the Mancos
Acquisition, although unforeseen circumstances may delay such distributions.

When it is determined that the Mancos Acquisition has become effective, press releases to that

effect ‘will ‘promptly be distributed to various newspapers and wire services. Should it be necessary

to abandon the transaction, press releases to that effect will be similarly disseminated.

Certain Terms of tlhe-Manc'os Agﬁeenient: '
The following is a summary of some of the terms of the Mancos Agreement not discussed elsewhere:

Representations, Warranties and Covenants: Mancos has made representations and warranties
to Union with respect to, among other things, the information included in its Financial Statements
for- the fiscal year ended December 31, 1977, title to the Mancos Assets, and the absence of litigation
or.claims of others affecting the Mancos Assets (except for the agreement with Silver Bell described
in this Proxy Statement). In additioh, Union has made representations and warranties to Mancos
with respect to, among other things, certain of its audited financial statements, certain litigation in
which it is involved and the absence since December 31, 1977 of any material adverse change in its
financial condition or in the results of its operations or of any other event, condition or state of facts
of any character which materially and adversely affects or threatens to affect the results of its operations
or business or financial condition. The representations and warranties contained in the Mancos Agreement
will survive the closing of the transaction. Union will waive any rights it may have against Mancos
shareholders to recover damages for breach of any representations, warranties or covenants at the Time
of Closing, as hereinabove defined. )

Amendments, Conditions and Termination Provisions: The Mancos Agreement states that any
and all amendments must be in writing and executed by all the parties thereto. -
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The obligations-ef Union, Minerals and Mancos to cause the Mancos Acquisition to be consummated
are sub]ect to certain conditions, mcludmg without limitation that: (i) no proceedings shall be pending
or threatened in which it is sought to restrain or prohibit the completion of the Mancos Acquisition
and no other material proceeding is pending or threatened; (ii) the holders of at least two-thirds of

- Mancos’ outstanding stock shall have approved the Mancos Agreement; (iii) all legal proceedings .
in connection with the tramsactions shall be satisfactory to each party’s counsel and all required
. releases, waivers-and ‘consents- shall have been .obtained; ' and. (iv) the:completion  of the Agreement

and Plan of Renrgamzatmn between Silver Bell, Union and Minerals dated May 15, .1978.

CHEV 005216

_ The obhganons of Mancos are subject to certain additional conditions, mcludmg without hm:tanon_- i
that: (i) all obligations shall have been performed by Union and Minerals, including the listing on
_the New. York, Midwest and Pacific Stock -Exchanges of the shares of Union Common Stock to be:
"1ssued to Mancos upon completmn of the Mancos Acquisition; (ii) Umon s representations shall be

; ‘substanually accurate; (iii) certain legal opinions shall have been delivered; (iv) all consents, approvals

~ and: actions reqmred by law (mcludmg shareholder approvals) shall have been obtained or taken; .
‘and (v) the owners of fewer than an aggregate of twenty percent (20%) of Mancos” shares shall have
-exercised dlssenters ‘rights.

The- obhgatlons of Union and Minerals are also conditioned upon ‘the satisfactory performance
or waiver of the following conditions: (i) Mancos shall have performed its obhgatmns and covenants;
(i1) the Mancos Assets shall be in substantially the same condition they were in on December 31,
1977; (iii) Mancos shall have delivered such evidence of title to the Mancos Assets and other title

information: as Union may reasonably have requested; (iv) title to the Mancos Assets shall be satis- .
_factory to Union; and -(v) Union shall have determined to its satisfaction that the representations made

in the Mancos Agreement are substantially accurate in all material respects.

It is contemplated that these conditions will be fulfilled before the Time of Closing, but the Mancos

Agreement provides that if any one or more of such conditions shall not have been satisfied, the party
whose obligation to proceed is made subject to the. satisfaction of such condition may, nevertheless,
at its election, proceed with the Mancos Acquisition. Notwithstanding the right of each party to waive
the satisfaction of any condition to its obligation to proceed with the Mancos Acquisition, the Mancos
Acquisition will not be consummated if, at the Time of Closing, the Mancos Acquisition will not, in the

opinion of tax counsel, constitute a tax-free reorganization. See THE MANCOS ACQUISITION —

Federal Income Tax Consequences.

" The Mancos Agreement may be terminated prior to or after shareholder . approval of the Mancos
Agreement, in the event the transactions contemplated by the Agreement are not consummated on

~or before December 15; 1978 (unless such date is extended by mutual agreement of the parties), because

of the nonoccurrence of any condition.

Rights of Dissenting Shareholders:

Any Mancos shareholder has the right to dissent from the proposed transaction and, if the pro-
posed transaction is approved and not abandoned, also has the right to receive cash in liew of Union
Common Shares by complying with the notice requirements and other procedures described under
RIGHTS OF DISSENTING SHAREHOLDERS OF SILVER BELL AND MANCOS at Page 17.
If the holders of an aggregate of more than 20% of Mancos’ outstandmg stock exercise dissenters’
rights, the Mancos Acquisition may be abandoned unless Mancos waives this condition to completion
of the transaction.

EXPENSES

The Silver Bell'Agreement provides that Silver Bell shall pay all costs of obtammg- -:-my required
consents and waivers; costs of curing. title to the Silver Bell Assets; its own: counsel and accountmg
fees; and costs of securmg shareholder approval of the Agreement,. Umon shall pay costs of preparing
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the Registration Statement; its own counsel and accounting fees, including those relating to title exam-
ination; and recording fees- Printing costs will be shared equally with Union. It is estimated that Silver
Bell's expenses will aggregate from $210,500 to $225,500, consisting of $37,500 for exchange agent fees,
salaries of officers and employees and office overhead prior to closing, $100,000 for legal and accounting
fees, between $25,000 and $50,000 for printing, and $48,000 for miscellaneous costs. Expenses of
Union are estimated to aggregate $71,750, consisting of $10,000 for outside accounting, $50,000 for
printing, $4,250 for the Securities and Exchange Commission filing fee, and $7,500 for miscellaneous
. costs. . ' i o : : ' Sow g fae T

The Mancos Agreement provides that Mancos shall pay all costs of obtaining any required con-
sents and waivers; costs of curing title to the Mancos Assets; its own counsel and accounting fees;
and costs of securing shareholder approval of the Mancos Agreement. Mancos’ expenses are estimated
to aggregate $30,000, consisting of $25,000 for legal fees and $5,000 for. miscellaneous costs. - '

PURCHASES OF UNION COMMON STOCK

Union has purchased 425,000 shares of its Common Stock, pursuant to an exemption from the
operation of Securities and Exchange Commission Rule 10b-6 and in conformity with the conditions
set forth in the exemption letter obtained by Union. Such purchases commenced on or about April 25,
1978 and the last of such purchases was made on May 26, 1978. The shares were purchased for
use by Union in acquiring the Assets of Silver Bell and Mancos. The closing price per share of
Union’s Common Stock as reported by the Wall Street Journal NYSE-Composite Transactions on
April 24, 1978, the day prior to the day on which purchases' commenced, was $49%, and was $49%
on May 26, 1978, the day on which purchases ceased. - '

RIGHTS OF DISSENTING SHAREHOLDERS OF SILVER BELL AND MANCOS

Any Silver Bell or Mancos shareholder has the right to dissent from the proposed transaction
and, if the proposed transaction is approved and not abandoned, also has the right, upon compliance
with the procedures set forth in Section 7-4-123 of the Colorado Corporation Code to receive payment
in cash for the fair market value of his shares as of November 26, 1978, for Silver Bell shareholders or
as of November 26, 1978 for Mancos shareholders, the day prior to the date on which the respective
Special Meetings of Shareholders are to be held, exclusive of any element of value arising from the
expectation or accomplishment of the respective transactions. No such right exists unless demands for
such payments are filed, as described below. A shareholder may dissent with respect to all or any
part of his shares. | '

If the holders of more than an aggregate of five percent (5% ) of Silver Bell’s outstanding stock
exercise dissenters’ rights, the Silver Bell Acquisition may be abandoned, unless Silver Bell waives
this condition to completion of the transaction. See THE SILVER BELL ACQUISITION — Certain
Terms of the Silver Bell Agreement — Amendments, Conditions and Termination Provisions at Page 10.

If the holders of more than an aggregate of twenty percent (20% ) of Mancos’ outstanding stock
exercise dissenters’ rights, the Mancos Acquisition may be abandoned, unless Mancos waives this
condition to completion of the transaction. See THE MANCOS ACQUISITION — Certain Terms of
the Mancos Agreement — Amendments, Conditions and Termination Provisions at Page 15.

Any shareholder electing to exercise his right to dissent from the tramsaction (“Dissenting Share-
holder”) and have the corporation purchase his shares for cash must satisfy the following requirements:
(i) he must file with the corporation a written objection to the sale of substantially all of the corporation’s
assets or to the dissolution of the corporation prior to the Special Meeting of Shareholders at which
shareholder approval is sought; (ii) he must not vote in favor thereof; (iii) he must make written demand
on the corporation for the payment to him of the fair value of his ~shares, which demand must be
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o —'I,—feceived'within ten (lﬁ) days after the vote was taken; and (iv) within twenty (20) days after

demanding payment for his shares, he must submit the certificates representing his shares to the
corporation for notation thereon that such demand has been made. Any dissenting shareholder failing
to make demand within the ten—day penod shall be bound by the terms of the sale.

Wrthm thirty (30) days after the Trme of Closing, the corporanon must give notice thereof to

. each dlssentmg shareholder . who ‘has made dcmand as prowded above for the payment of the fair.
" value of his shares. At such time, the” corporatlon shall make a written offer to each dissénting sharé-
_holder to pay. for such shares at a specified price deemed by the corporation to be the fmr value thereof.

_' If, wrthm fifty (50) days after the’ Trme of Closing, the value of such shares is agreed upon

: 'betwe;cn thc dlssentmg sharcholder and the corporation, payment thercfor shall be made within ninety

(90) days after such date upon the sun'ender of his certificate representing such shares. Upon payment

of .the agreed value,- the dlssenuug shareholder shall cease .to have anmy mterest in such’shares or in.
‘the corporatlon : Lo

If within such penod of ﬁt'ty days, the shareholder and ‘the corporat:on do not so agree, then

.the corporation, within thirty days after receipt of written demand from any dlssentmg shareholder

given within sixty days after-the Time of Closing shall file, or at its election at any time within such

- period of sixty days, may file; a petition in the district court for the county or city and county where
* the registered office of the. corporation is located requesting that the fair value of such shares be deter-

mined. If the corporation fails to institute such proceedings, any dissenting shareholder may do so in
the name of the corporation. All dissenting - shareholders, except those who have previously agreed
with the corporation as to the fair value of their shares, wherever residing, shall be made parties to
the proceeding. (If the corporation fails to institute such proceedings and if a dissenting shareholder
or shareholders do not bring proceedings in the name of the corporation, dissenting shareholders will
be entitled to receive the amount offered by the corporation).

"I’he right of a dissenting sharéholder to be paid the fair value of his shares as provided in Section
7-4-123 of the Colorado Corporation Code shall cease if and when the corporatxon abandons the sale,
or the shareholders revoke the authority to makc such sale. :

Persons who are beneﬁmal owners of Silver Bell or Mancos Common Stock but whose shares are
held of record by another person, such as a broker, bank or nominee, should instruct the recordholder to

- follow the procedure outlined above if such persons wish to dissent with respect to their shares.

The foregoing is a summary of the rights of Dissenting Shareholders, does not purport to be a
complete statement thercof, and is qualified in its entirety by reference to the applicable statutory
provisions of the Colorado Corporatlon Code -which are attachcd to this Joint Proxy Statement as
Annex VIL '

The reccijﬁt of cash for Dissenting Shares by sharcholders may give rise to taxablc income. Share-

_holders are urged to consult their personal tax advisors to determine the tax consequences of the

exercise of dissenters’ rights by them.

SOME DIFFERENCES BETWEEN COLORADO AND
CALIFORNIA CORPORATION LAWS

The rights of shareholders of Silver Bell and Mancos, Colorado corporations, are goverried
primarily by the provisions of the Colorado Corporation Code. Union is a California corporation
and the rights of its shareholders are govermed primarily by the provisions of the California General
Corporation Law. The provisions of the Colorado and California laws differ in many respects; briefly
summarized below are certain of the principal differences affecting the rights of shareholders of Silver
Bell, Mancos and Union. The summary does not purport to be a complete statement of the differences
between the California General Corporation Law and .the Colorado Corporation Code and related

laws affecting shareholders’ rights and is qualified in its entirety by reference to the provisions thereof:

CHEV 005218
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a. Under Cahforma law, shareholders have the right of cumulative voting in elections for
directors, pursuant to which each shareholder has the right, upon giving specified notice, to give

one candidate a number of votes equal to the number of directors to be elected multiplied by

the number of votes to which his shares are entitled, or to distribute his votes on the same
pnnclple among as many candidates as he thinks fit. Under Colorado law, cumulative voting

in the election of directors is not mandated by statute, and the Silver Bell and Mancos Articles -

of Incorporatlon do not presently provlde for cumulatwe voting.

‘b Under California- law; " the ‘number- of - dlrectors may be changed c-rlly by the vote of =+

. shareholders holding a majority of the shares entitled. to vote, unless the Articles of Incorporation
J prov1de (as do those of Union at the present time) for an mdetermmate number of diréctors with
the exact number to. be fixed by approval of the board or the shareholders. The Union Articles -

- of Incorporation prov:de for 2 minimum of: twelve-and a maximum of fifteen directors. In addition,
under California law the’ .number of dlrectors may ‘not be reduced to below ﬁve w1thout the vote -

'of the holdcrs of 831/3% 0f the shares..’

- Under Cahforma iaw spemal meetlngs -of thc sharcholdcrs may be called by the holders

of not less than 10% of the voting power. Under Colorado law, special meetings of shareholders -
may be called only by the president, the board of directors, the holders of not less than one-tenth .
of all the shares entitled to vote at the meeting, or by such other officers or persons as may be

provided by the .articles - of incorporation or the -bylaws. The bylaws of Silver Bell presertly

provide for the calling of such a mecting by the aforesaid persons. The bylaws of Mancos presently
- provide for the calling of such a meeting by the président, the board of d:rectors or the holders
, of one-fourth of all the shares entitled to vote at the mectmg.
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(Unaudited)
- Earnings Per Share nf Common Stock: Six Months Ended
Year Ended Deeember ) P - Jume 30,
, : - 1973 1974 1975 1976 - 1977 1977 = 1978
'.'_Umon e — — : —
. Historical:: iy ey
Assummg no - _ ' _ ' g _ )
dilution(a).......... $5.01° $8.26 $6.30 = $7.17 ‘$7.86 $3.73 $3.82
Assuming full - T _ C e : R ;
dilution(a).......... $4.10  $6.64 $532 °  $6.36 $7.39  $349 °© §3.73
Mancos: ; ' _ : v , v Ty
~ Historical(b) ... . $(.0003) § .0009 @ $(.00035)
Pro Forma(c)...,......'.._. . $ .0207 $ .0248 $ 0288
' = : ) ' B . Year Ended Ma.rcll 31, .
o ; 1976 . 1977 1978
Silver Bell: g ' ; S
Historical(d).............. A . $(0.04) 3$(0.05) $(0.04)
Pro Forma(e)............. ‘ : ., $029 $034 .$ 040
Book Value Per Share of Common Stock: ' v Aol Asol
: : December 31, - June 30,
1977 1978 .
Union: ) . - - &
Historical (f) ..ooeoooeeeee oo e S eeeeeeanmneeeranns $53.69 $56.41
Mancos: ' : ' '
3 T 0] o Tor:1 L= T USSR OSSN $ 0.13848
| 8 Yol 21075 14 - () [ emnmemmm e m s $ 0.20939
' ' As of
March 31,
; 1978
Silver Bell: ' ; g —
Historical(h).. .y e s R R - $ 0.60
Pro FOIMAa(€) oo e eeee et e e $ 2.90

COMPARATIVE PER SHARE DATA

(a) Eamings per share assuming no dilution are based on weighted average Common Shares outstanding
. during each period and earnings after deducting preferred dividend requirements.

Earnings per Common Share assuming full dilution assumes the weighted average outstanding

preferred shares, convertible debentures and stock options were converted into Common Shares.

(b) Income (loss) per share was computed using the weighted average number of shares outstandmg :

during the year.

(c) Reflects cxchangc ratio of 0039 share of Union Common Stock for each share of Mancos Common
Stock. .

(d) Net loss per share is based on weighted average common shares outstanding during each period.

(e) Reflects exchange ratio of .054 share of Union Common Stock for each share of Silver Bell
Common Stock using Union’s fully diluted earnings per share for the years ended December 31,
1975, 1976 and 1977 and Union’s book value per Common Share at December 31, 1977.

(f) Union historical book value per share is based on the sharcowners’ equity of Union and the assumed

CHEV 005220

_conversion of any outstandmg preferred shares, all convertible debentures and stock options mto
common shares at the balance sheet data.

(g) Book value per share is based upon the stockholders equity at the end of the year divided by the
shares outstanding at year-end. No options to purchase were ever granted.

(h) Book value per share is based upon the shareholders’ equity at the end of the fiscal year divided
by the sum of Common Stock outstanding plus options outstanding at the end of the fiscal year.
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COMPARATIVE MARKET PRICES OF UNION AND
SILYER BELL COMMON STOCK

The following table sets forth the reported high and low sale prices of Union Common Stock and

the high and low bid and asked prices of Silver Bell Common Stock, as reported by the Wall Street

Journal and NASD Quotations. Prior to January 26, 1976, prices reported by the Wall Street Journal =
‘were those on the New York Stock Exchange and since that date prices quoted were a composite. of -...

] transacuons on. such Exchange on regional exchanges and in certam other transactlons .

o Y L el |
C i Sales Prices ; Bid P'rices < Asked Prices
. | High . Low  High . Low * High Low:
[ L T $50%.  $32% |
) [y, PR, SRR 1 27V - ; UL
1975 et 507 322 $238 $0.88 $2.75 $1.3
- First Quarter................. 47% 40% 238 1.50 2.63 1.75
Second Quarter................. 558 42% 2.25 1.38 2.50 1.63
Third Quarter.. ... 5514 4938 1.63 1.13 1.88 1.38
Fourth Quarter.................. 597 50 2.38 1.38 2.75 1.63
1977 . - | o _
Fliost Qusrter: s 59% 53% 2.00 1.63 238 1.88
Second Quarter.................. 56 - 50% 2.00 1.50 225 1.75
Third Quarter.-'_ ................. 5812 497 1.88 1.38 « 213 1.63
Fourth Quarter.................. 56%a 50%a 2.00 1.63 v A o - 1.88
1978 . oo ' '
First Quarter........... AL N 527% 45% ' 2.13 1.63 2.38 1.88
Second Quarter............. e 53Y4 - 46% 2.25 200 250 2.25

Third Quarter...==............ S6%  48% 2.38 2.00 2.63 2.25

On March 29, 1978, fhe day preceding the public announcement of the Silver Bell Acquisition, the
high and low sale prices of Union Common Stock as reported by the Wall Street Journal were $49%

and $49, respectively. The bid and asked prices for shares of Silver Bell’'s Common Stock were $2
and $2.25, respectively on said date. The Mancos Acquisition was not publicly announced.

Union’s Common shares are listed on the New York, Midwest and Pacific Stock Exchanges.” Silver.

Bell’'s Common shares are traded in the over-the-counter market. The shares of Mancos are not publicly

CHEV 005221

traded_.

The bid and asked prices for shares of Silver Bell Common Stock disclosed above do not represent

actual transactions.
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1978 .
- - - " Thousands of Dollars
~ Short-term debt _ : : : 2 -
* Short-term notes payable---,.,-.—;:.-.........-_. ...... R SRSS————E. TR 5 ) ¥ AR R (k[
Current portion of long-term L) S —_— ............ ; 14,921 35,251
_ .. Total short—term debt ............. USROS SOOI Y. 1 X 1 1. |
 Longerm debt e e e 1,024,513 7 1,034,149
Minority mterests-.-.'.._..-, ..... . pslscssismmwsmisospsl | ¢ 10826 16,569
Shareowners’ equity: - - - B
' Preferred Shares $2 50 cumulative convertible L
Mg R R——— NSRS 24,046 —_
Common Shares, par value $8%5... s = . 332503 - 366,150
Capital i in excess of par or stated value of sharcs 1ssucd ........ . 193,940 189,575
Retained earnings............oooooooooeoo ... s s 1,866,964 1,934,175
Total shareowners’ BT B e somaacmi emeeeeene S 2,437,453 2,489,900 -
~ Total capitalization. ...............oooeooeeeemeemeeeereeeeeie. $3,535,630 $3,592,499
e
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. UNION OIL COMPANY OF CALIFORNIA AND CONSOLIDA’I‘ED SUBS]DIARIES

CAPITALIZATION

Thc followmg table scts forth the capitalization of Umon at December 31, 1977 and June 30 1978._

i Decemher. 31,

June 30

(Unaudited) .




CAPITALIZATION OF SILVER BELL
AND MANCOS

The following table shows the capitalization of Silver Bell and Mancos, each at March 31, 1978:

. Silver Bell Mancos
Debt: _ '.
_ Notes Payable-.-“.._..--I..-..T----T_"_ ------- SR . || ,000(1) . =~ None(2)
| g R ' ' ‘ 12,070(1) '
Capltal Stock:
Silver Bell
Authonzed 7,700,000 ' '
 $0.25 par value common.-.--..._.....'.._; ............................................. | 7,568,388
- Mancos o ' -
Authorized 5 000 000 | _ o L : _
'$0.01 par value commOnN. ... .....ooouoemeomeoeei ' 1,765 ;219

(1) Silver Bell owes $50,000 to Mancos under and pursuant to a promissory note for money borrowed -

on September 6, 1973, which bears interest at 7% per annum. The maturity date of the promissory
note has been extended to May 31, 1979 Union has agreed to assume -the obligation to repay
the promissory note to Mancos. - .

Silver Bell issued a promissory--note in the prmc1pa.1 amount of $12,070 to Minerals. The
promissory note bears interest at the rate of 7% per annum and matires on April 30, 1979. Thc
note will be cancelled if the Silver Bell Acquisition is completed.

(2) Mancos will assign the promlssory note referred to in (1) above to Minerals as part of its assets."

The promlssory note will then be cancelled.

PRO FORMA FINANCIAL DATA

Pro forma data has not been furnished since the Silver Bell and Mancos. Acquisitions will not

result in material changes in Union’s capitalization, carnings or assets. Since Union purchased on the
open market. all of the Union Common shares to be exchanged for the Silver Bell and Mancos Assets,
neither the historical book value per share nor the historical earnmgs per share of Union will change
as a result of the transactions.
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UNION OIL COMPANY OF CALIFORNIA AND CONSOLIDATED SUBSIDIARIES
STATEMENT OF CONSOLIDATED EAR'NINGS.

The following statemcnt of consolidated earnings of Union Oil Company of Cahforma and its consohdated

subsidiaries for the five years ended December 31, 1977 has been examined by Coopers & Lybrand independent. -

certified public accountants, whose report with respect thereto appears elsewhere herein. In the opinion of Union,
the unaudited data for the periods ended June 30, 1977 and June 30, 1978 reflect all adjustments (consisting
only of normal recurring accruals) required for a fair presentation of the results of operations for the respective
periods. This statement should be read in conjunction with the other financial statements and notes thereto appeanng_
elsewhere herein. ¢

. Six Montbs
. ' Ended June 30,
. Year Ended December 31, 57 . (Unaudited) -
1973 1974 1975 1976 R 7 A
Restated . Restated Restated Restated -1977 - L Restated . 1978
Thousands of Dollars '
Revenues : '

Sales (including excise taxes)*............. $2,860,874 §$4,726,640 $5,353,095 $5,632,399  $5,842,895 $2,914,138 $2,945,776

Other operating revenues....................... 110,275 119,068 143,325 = 152325 - 191,184 80,468 88,039

Interest, dividends and miscellaneous '

income (Note 4)..ooooienmecieeenen 31,061 4,358 42,442 42,684 31,258 18,726 18,836
Equity in earnings of affiliated : - )

COMIPATIES ..o it ot visioncs = 16,180 14,581 13,041 28,764 25,160 13,520 12,159
Gains on sales of assets.............cereerenn. 7,345 4,129 11,307 15,672 8,678 3,294 14,233

Total revenues..........ccoeevconeeeceennn 3,025,735 4,868,776 5,563,210 5,871,844 ° 6,099,175 3,030,146 3,079,043
Costs and other deductions '

Cost of products sold and operating

expense (Notes 7, 15 and 20)............ 1,761,777 3,099,350 3,758,001 3,962,713 4,152,001 . 2,062,876 2,096,835
Selling, administrative and general .

expense (Note 20)... S 233,561 267,229 239,717 262,832 268,333 - 121,653 139,161
Depletion and depI.‘ECIatlon_.;_. .......... 175,957 215,267 234,779 279,238 308,155 147,633 125,121
Amortization of nonproductive :

ACTEAPLE COBLS.....scicomiiominimmmssncasmisssnss 54,100 149,100 108,600 100,300 51,100 37,000 24,600
Provision for dry hole losses.........cccovueun. 53,000 89,700 78,100 104,700 96,600 55,700 51,500
Excise, property and other operating _ s . . ]

taxes (Note 20)* . ....iieeeeecceemraeeeaens 436,516 503,826 603,525 522,648 536,827 " 268,862 267,615
Interest expense... s 43,780 45,143 60,255 67,940 78,111 36,651 39,760
Earnings apphcablc lo mmomy - S .

interests... i 1,963 1,932 2,162 3,689 2,109 915 . 1,311

Total cosls i otlier - : _ '
deductions... rrerermrememneeeenee 2,160,654 4371,547 5,085,139 5,304,060 5,493,236 2,731,300 2,745,903
Earnings before taxes on income . ‘ : 3

(Notes 3 and ) ..o cinmimnss 265,081 497,229 478,071 567,784 605,939 298 ,846 333,140
Federal and other taxes on income : ' : :

(Note 5)... 83,000 201,800 240,800 282,000 271,700 14!,209 167,200
Net earnings e 182,081 295,429 237,271 285,784 334,239 157,646 165,940
Dividends on Preferred Shares iaEieie 24,406 20,616 17,962 10,482 6 026 3,249 1R6
Net earnmgs appllcable to Comrnon ' o

Shares... e 3 157675 $ 274,813 § 219,309 § 275302 § 328213 % 154,397 $ 165,754
Net earnings per Common Share ' o T

(Note 6) '

Assuming no dilution...........cccoeeeeeeene $5.01 $8.26 $6.30 - $7.17 $7.86 . $3.73 $3.82

Assuming full dilution.............cc...... _ $4.10 $6.64  $532 $636 . $7.39 $3.49 $3.73

Cash dmdends declared per Common I

Share... i $1.65 $1.98 $1.98 $2.10 $2.20 $1.10  §L.1S

" Common Shares (lhousands) -

Weighted average number outstanding.. 31,444 33,282 34,811 38,374 41,766 41,347 43,447

Fully diloted.........cooomnccccer. 44,414 44,531 44,605 44,989 45,250 45222 44,461
* Includes excisetaxesof ... § 3'61,3'2’-4 £ 351,298 $ 350,909 $ 352,639 $ 365,559 § 180,629 § 184,129

Numbered note references are to Notes to Consolidated Financial Statements of Union. _
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UNION MANAGEMENT’S DISCUSSION AND ANALYSIS OF STATEMENT OF
——— CONSOLIDATED EARNINGS

Six Months 1978 Versus Six Months 1977

Six months 1978 earnings were $8.3 million (5.3% ) higher than earnings for the first six months
of 1977. This earnings increase was due to several factors. Refining and marketing operations were
more profitable as a result of better refinery yields and improved marketing margins. Net earnings also

‘benefited from lower charges for amortization: of nonproductive acreage costs (primarily due to successful- - -

exploration in the Gulf of Mexico), and increased chemical earnings (primarily due to improved petro-
chemical .sales realizations). Partially offsetting these gams were lower mvestment tax credlts and
lower domestic oil and gas productlon : - -

Lower depletion and deprecnz_mon expense reflects lower charges related to Indonesian production

operations (no impact on earnings) as 2 result of revised production sharing agreements which stretch
~out the period over: which exploration and production costs may be recovered.

In the seconcl quarter of 1978, Molycorp, Inc., a wholly -owned submdlar},r of Union, sold its 49%
interest in Kawecki Berylco Industries, Inc. and Union sold its 100% interest in Sully-Miller Contracting
Company. There was no material impact on net earnings as a result of these sales.

1977 Versus 1976

Union’s net earnings for 1977 were $334.2 million, an increase of $48.4 million over 1976 earnings
of $285.8 million. There were no extraordinary items in either period.

Earnings 1mprovement in 1977 was the result of four main factors:

(] lower dry hole and nonproducnve acreage charges primarily due to successful domestlc
exploration

[ ] new natural gas production from recently found and developed fields coming on stream
(] higher foreign crude oil production from' successful development and production operations

.[J higher investment tax credits related to domestic capital expenditures

These positive factors were partlally offset by declines in domestxc production of crude oil and old
patural gas and higher costs which were not fully recovered in product sales. Agricultural chemical
earnings were also down, reflecting demand decreases due to the drought in the western states and
start up costs of new plants at Kenai, Alaska.

Total revenues in 1977 (excluding excise taxes collected for state and federal governments) were
$5.7 billion — up $200 million, or approximately four percent from 1976. This increase was mainly
due to higher refined product sales prices, although competitive conditions during the year prevented
the Company from raising prices to the full extent allowed under Department of Energy regulations.
Refined producl sales volumes were down three percent from the 1976 level, over half of whlch was
due to the sale in late 1976 of the Company s Candian refining and marketmg operations.

"The total costs and other deductions mcreased ,3189 million, or approximately four perceulﬁ over
1976. Cost of materials, supplies, salaries and wages and services were up, reflecting the continuing im-
pact of inflation. Crude oil costs increased as it was necessary to import more foreign oil to offset declines

-in domestic produenon and due to higher entitlement costs imposed by the federal government. Depletion

and depreciation charges increased due to higher foreign crude oil production and higher costs of new
domestic production facilities. Partially offsctting these increases were lower provisions for dry hole losses
and amortization of nonproduction acreage costs of $57 million due pnmanl;.r to successful domestic
exploration operations in the Gulf of Mexico.
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Income raxes were $272 million in 1977, a decrease of $10 million from. 1976. This is mainly due
to higher investment tax credits related to domestic capital expenditure programs — credits amounted
to $48.8 million in 1977 in contrast to $32.4 million in 1976. Partially offsetting this were higher
taxes due to the higher level of earnings and the full-ycar effect of tax law changes which eliminated

statutory depletion. on certain natural gas sales in.1976.

1976 Versus 1975

Union’s net earmngs for 1976 were $285 8 rmlllon an increase of 348 5 n_:ulllon over 1975 earnings
of $237.3 million. There were no extraordinary items in either period.

Higher eammgs in 1976 were due primarily to increased refined product sales ‘volumes and
realizations increased demand and higher sales prices for minerals, higher natural gas prices, and
higher investment tax credits. These improvements were partially. offset by lower -domestic crude oil
and natural gas production as older U.S. fields continued their decline, higher expenses attributable to
inflation, lower agricultural chemical sales realizations as demand decreased due to drought conditions
in the western United States, and higher exploration expense and provisions for exploratory dry holes.

Total revenues in 1976 (including excise taxes collected for state and federal governments) were
$5.9 billion, up $308 million, or six percent, from 1975, resulting from higher sales prices as well as a
four percent increase in the volume of refined product sales. The increase in sales volume reflects the
general increase in domestic demand after declines in 1974 and 1975.

Total costs and other deductions increased $219 million, or four percent, over 1975 as the cost

of materials, supplies, salaries and wages, and services were up, reflecting the continuing effects of

inflation. Crude oil costs in 1976 were higher even though costs associated with federal government-

imposed programs, primarily import taxes, were $87 million lower than 1975. Provisions for exploratory

dry holes in 1976 were $27 million higher than in 1975, due to higher domestic drilling activity plus

hlgher costs. Increased interest costs of $8 million in 1976 reflect the effect of new long-term borrowmg
in the early part of the year.

Income taxes rose to $282 million in 1976, an increase of $41 million over 1975. Principally, this
is due to the higher level of earnings, but it also reflects the continuing effect of tax law changes in the
past few years which eliminated statutory depletion on crude oil in 1975 and on certain natural gas

- sales in 1976. Investment tax credits in 1976 were $32 million, $11 million higher than for 1975.

CHEV 005226
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= - Eamings Capital .~ - Depl. Depr.
1977 . Revenues Before Tax Assets Expenditures Amort.
T B _ Millions of Dollars |
Petroleum .. ...l $5,445.5 $650.3 $3,760.0 $615.7 $429.8
Chemcal cannun sasiis 568.9 61.0 545.6 140.1 Tud
Minerals*............ e 1174 182 172.3 32.6 12.4
O it 142.9 6.3 96.0 15.4 - 35
Research, Administrative, - ‘
Interest and Unallocated..____ 4.7 (129.9) 150:6— 9.1 2.5
Intersegment Eliminations ( 1 ). . (180.2) . :
Total .o © $6,099.2 $605.9 $4,724.5 $8129 $455.9
*Includes equity in affiliates... $10.0 $69.4
o Earnings " : Capital Depl. Depr.
1976 Revenues Before Tax Assets Expenditures Amort.
T R Millions of Dollars ' |
- Petroleum ..o . $5,258.5 $575.2 $3,391.9 $608.7 $458.7.
- Chemital .o st " 5312 82.4 401.0 1739 1.7
‘Minerals* ... 92.1 19.9 . 1473 86 135
Tt N 110.6 (2.9) 89.4 21.5 3.1
Research, Administrative, | ' :
Interest and Unallocated...... 9.5 (106.8) 323.8 5.1 1.2
Intersegment Eliminations(1).  (130.1) o L
Total ..o $5,871.8 $567.8 $4,353.4 .$817.8 $484.2
*Includes equity in affiliates. ... $10.5 $64.2

CHEV 005227

_ marketmg of chemicals for industrial and agricultural uses.
' exploranon, development, ‘mining, processing and markctmg of molybdenum columbium, rare earths

mck plant operatlons whxch were sold eﬁectwc May 31 1978

' 'B-USINESS AND PROPERTIES OF UNION

General

Union Oil Company of California, incorporated in California on October 17, 1890, is engaged
principally in petroleum, chemical and mineral operations.

Petroleum operations involve the explora-

tion, production, transportation and sale of crude oil and natural gas, and the manufacture, transporta--

tion and marketing of petroleum products. Chemical operations involve the manufacture, purchase and
Mineral "operations primarily involve the

and uranium. Other operations include real estate development and sales; and construcuon pavmg and

- All phases of business in whlch the Company engages are’ hlghly compenuve Union’s_ business

will .continue to be affected not only by such competition, but by general economic develc_ipments and

'governméntal_regulations, labor conditions and technological and international developments.

Financial data, by segment, are set forth below: .

(1) Intersegment revenue eliminations are mainly transfers from petroleum operations to chemical

operations at prices which approximate market.
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Manerals®....icvwndivuaay -

Other................... : .....
Research, Administrative,
Interest and Unallqcated---;__

- Intersegment Eliminations(1).

CHEV 005228

1974

Pgtroleum .................................
Chemical. ..o,
NMOOErals® .. o e

Research, Administrative,

Interest and Unallocated......

Intersegment Eliminations(1).

Research, Administrative,
Interest and Unallocated......

Imei’segment Eliminations(1).

*Includes equlty in affiliates...

(1) Intersegment revenue eliminations are mainly transfers from petroleum operatlons to chemical
operations at prices which approximate market. -

Information regardmg the geographic composition of Union’s revenues, earnings before taxes on

Revenues

$4,970.1

51850 ¢ .

64.1
106.9

121
(105.0)

- $5,563.2

Revenues

$4,378.0 .

462.1
90.4
82.1

(25.8)
(118.0)
$4.,868.8

Revenues

$2,633.8

290.1
69.4
79.6

9.1
(56.3)

- $3,025.7

‘Before Tax

- $441.1

4.5
7.7

(917

$478.1

$4.3

Earnings
Before Tax

$508.5
86.1
14.2
2.2

(1138)

$497.2

. $15.0

Earnings

Before Tax

$284.9
33.0

- 8.6
4.0

(65.4)

$265.1

- $11.4

w1165 0o

Assets

Millions of Dollars’

$3,254.5
2440 5

1184
80.7

- 176.8

- $3,874.4

$35.6

Assets

Millions of Dollars

$3,012.7
162.2
111:1
77.9

189.1

$3,553.0

$30.9

Assets

Millions of Dollars

$2,541.7
1359
104.8
52.7

- 167.7

$3,002.8

$22.7

Depl. Depr.

Capital
Expenditures - Amort.
$599.4 $397.2
770
16.7 133
55 33
2.4 1:1
$7010  $4215
Capital Depl. Depr.
Expenditures -~ - Amort.
$656.2 $426.2
138 6.2
13.6 18.5
16.1 2.1
1.1 1.1
- $700.8 $454.1
_ .Capital Depl. Depr.
Expenditures Amort,
$372.0 $258.7
10.7 6.2
7.8 15.0
53 2.1
2.4 1.1
$398.2

income and assets appears on page 70 of  the accompanymg ﬁnancxal ‘statements.

Union anticipates capital expenditures of app_roxnmz_ttely $800 million in 1978.
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Sales by classes of similar products were as follows:

1973 1974 1975 1976 1977
| | . Millions of Diollars o

Petroleum products.......... SN T $1,241.3  $1,916.1  $2,2322  $2,519.1  $2,739.2

Crude Ol 6957 1587.0  1,8570  1,718.0  1,579.3
et it 2851 454.1 5076 5220 560.8- .
‘Natural gas.....io il im0 11130 14800 0 17520 7023920 27130 T
Natuiral 228 HQuids:...c oo ssomnna 509 1204 95.0 116.1° 1303
(101 1 LSOO OO 75.4 '59.1 - 814 . 1068 .

51, T W WA IR ¥ A 744 . 760 84.0 89.6
. BXCISE 1AKES...ourreremscanrecerescesemsecescnmncmenanens 1361.3 351.3 3509 . 352.6 365.6

i B TN T S 52,860_.9. $4,726.7 $5,353-.o_' $5,632.4  $53842.9

PETROLEUM OPERATIONS

Domestic Oil and Gas Exploratlon and Production Activities

Union is exploring in all major oil areas of the United States. At year end 1977, Union held
approximately 3.5 million net acres of unproved lands in 28 states. Most of these unproved lands
were located in Alaska, Texas, Utah, New Mexico, California and Arkansas. :

At year end 1977, Union also held 990,000 net acres of proved oil and gas lands in the United
States which were located in 21 states. Most of this proved land was located in Louisiana, Texas,
California, Oklahoma and Montana, Federal offshore exploration and production areas are included
in the contiguous states. ' '

During 1977, Union spent $357 million for the exploration and development of “domestic
oil and gas. Of this amount, $74 million was spent in acquiring leases in federal offshore waters at
competitive sales during the year. Most of this, $59 million was spent for varying interests in eight
tracts in the Gulf of Mexico. The other main acquisition was interests in four tracts in Alaska’s lower
Cook Inlet at a cost of $14 million. In April 1978, Union acquired interests in four more tracts

- for $20.9 million in a federal lease sale of land offshore from Texas and Louisiana.

A major thrust of Union’s exploratlon and - development activity in 1977 was on previously
acquired acreage and this trend continues in 1978. Extensive development, platfonn construction and
pipeline installation activities were carried on during the last 18 months in the Gulf of Mexico to bring
the Company’s discoveries to production. Development activity also continued in the Chunchula field
in Alabama where approximately 30 wells:are producing through test facilities and a full-sized extraction
plant is expected to be completed in late 1979. In addition, Union extended the Chunchula field in
April 1978 by drilling an additional well. : - .

During 1977, the Company set Platform “C” in the Dos Cuadras field of the Santa Barbara Channel.
The platform, built in 1968 but not installed due to litigation, permitted further development of the
field in the first half of 1978. Union also participated in a new gas discovery in the Santa Barbara
Channel in early 1978. The Company’s capital expenditure program also emphasized increased recovery
of known reserves through secondary and tertiary procedures principally in California. At year end
1977, Union was -using or testmg a wide variety of enhanced recovery methods in some 17 fields in
four states.

Union’s principal U.S. crude oil productmn comes from fields in Texas (25%), Callfornla (27%),
Alaska (21%) and Louisiana (16% ). Approximately, 55 percent of the Company’s domestic natural
gas production is from onshore and offshore Louisiana fields, with most of the balance coming from
Texas, Alaska, California, Oklahoma and New Mexico.
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Union has an ownersh:p interest in 53 gas processing plants in the United States and operates
16 of these. - -

.-Forelgn Oil and Gas Explomhon and Production Activities

Umou is. pammpanng in exploratlon and/or productmn activities in 16 forengn counmes

In Canada Umon 011 Company of Canada (an 87% owned subsidiary) holds approxlmately 5 3

._,mllllon acres of unproved lands, 304,000 acres of proved lands, and varying interests in eight natural
_gasoline plants located near major gas fields. Union Oil Company -of-Canada’s crude oil production

comes mainly from fields in Alberta and Saskatchewan, while natural .gas production comes mainly

from fields in British Columbia and Alberta. Tn 1977, most oil and gas exploration and development
activities were concentrated in Alberta and British Columbia. Union Oil Company of Canada is active
in the West Pembina oil and gas area where recent drilling by others has been successful; and the

Company holds an interest in two ‘blocks where it expects to commence drilling during the latter part .

of 1978. The Company participated in drilling several wells in the Alberta foothills, where it has

acquired several large land blocks, and a sngmﬁcant gas discovery was made in 1977.

In the Persian Gulf, offshore Iran, a Union subsidiary has a 1212 percent interest in an agreement
currently covering 104,000 acres where two separate discoveries have been made. As the result of
a new development program, and the addition of a gas-lift system cdmpleted in early 1978, Union’s

share of production from one of these discoveries, the Sassan field, is currently about 25 000 barrels

per day. The other discovery is being evaluated as to its commercial potential.

Union has a 31% percent interest in two blocks and a 21 percent interest in a third block in the
British sector of the North Sea. In addition, the Company has a 15% percent interest in another block
in the British sector of the Atlantic Ocean. On Block 2/5, in which Union’s interest is 31% percent,

the Heather field was discovered in 1973, with wells producing on test at rates as high as 9,000 barrels.

of crude oil daily. Union concluded an agreement in 1976 to participate in the Ninian pipeline and Sullom
Voe terminal facilities- for receiving production from the Heather field. Installation of the platform
commenced in 1977, drilling therefrom began.in June 1978 and production began in October, 1978. By
agreement, British National Oil Corporation (BNOC) has nghts to purchase at world market prices
51 percent of Umons share of crude oil production from Block 2/5 commencmg about two years
aﬁer the start of producnon '

In Indonesna, Umon now has production from five fields in the East Kalimantan contract area:
Attaka, Melahin, Kerindingan, Sepinggan and Yakin. The most important of these remains at Attaka
field, where total production, including liquids extracted from the gas stream, reached a new high of
121,700 barrels per day in December 1977, of which Union’s gross interest was 60,800 barrels per day.

During 1977, the Indonesian government proposed methods to conform its tax laws so that
Indonesian income taxes paid under production sharing agreements will continue to qualify for foreign
tax credit treatment after 1977 under rulings announced by the United States Internal Revenue Service.
The proposals have been formally approved by the Internal Revenue Service and promulgated by the
Indones:an government.

Offshore Thailand, Union has found oil and/or gas on four structures in the Gulf of Thailand. An.

agrecment to dedicate for sale at least a trillion cubic feet of natural gas from one of these structures,
held 80 percent by Union, has been consummated. If the extent of the field is confirmed by development
drilling this year, platform construction will begin next year with production scheduled for 1982.

In August 1978, Union announced a. gas dlscovery on Block L-11 in the Netherlands sector of

the North Sca. Additional drnllmg will be necessary to evaluate the commercial potennal of the discovery.
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In August 1978, Union was granted a concession llcense by the government of Egypt to explore
for petroleum in the Gulf of Suez.

Varying exploratory activities also continue in western offshore Ireland, Japan, the Egyptian Red

Sea and Pakistan. Substantial exploratory licenses are held in each -of these areas.

-

In light of the changing relationships between international oil companies and host governments.

in the foregoing and other parts of the world, including changes by oil producing countries in posted

. or tax-reference prices for crude oil, mcreases in tax rates (sometimes retroactively) and- demands
- for increased participation in the ownersh;p of operanons it is recognized- that Union's  activities in. - -

h these and other foreign countries may be curtalled or terminated as a result of Union’s inability to

recover the costs of continued .exploration, development and production or to recover an adequate_

: retum on its mvestment durmg the commg years.

. Operatmg and Reserve Statistics

CHEV 005231

Set forth below are consolidated operatmg and reserve data for the penods mdlcatcd

Provcn and undeveloped oil and gas acreage as .of December. 31, 1977 5 L
. ' Proven Acreage: _Uﬁdevel'uped Acreage

Thousands of Acres :
' Gross Net " Gross Net _
United States. ... 1,119 990 4,055 3,460
Canada.... 610 304 - 8,487 5,267
Middle East......oooo 70 - 9 2,799 2,769
Far Bast o e 16 13 . 48,176 31,961
Other Foreign............0___..._.__..__... .. e — 32 4. 4,910 3,865
Total .. 1,847 1,320 68,427 47,322

Net production of crude oil, condensate, natural gas and natural gas liquids after deduction of
royalties and interests of others for the periods indicated:

1973 1974 1975 - 1976 1977
Crude Oil (barrels per day) - ' D , _
UNIEd SIS cruausmnmnminisning  2ODA0E 220,523 - 209,649 193,726 175,684
Canada.........oooeoeeen. eeeeammnmn e - 29,249 22,445 15,540 14,611 13,570
Middle East..__... .. - 23,020 24,328 21,934 19,021 - 22,768
B Bt oot smssimsmmisas g 36,415 50,708 57,365 = 76,044 79,769
Other Foreign. .. ubnssmamimsasswisiss : 7,893 6,576 - 4,050 . — —,
137 < . 331,799 324,580 308,538 303,402 291,791
-Condensate (barrels per day] ' - B '
United States s s 15,052 13,833 12,100 11,745 11,925
TS T T L S 3,811 2,828 . 2,623 2,044 1,744
3 Uy 7| RN S U SRS S, GRS 18,863 16,661 - 14,723 13,789 13,669
Natural Gas (Mcf per day) - . .
United States.......ooooeoeecoeceeeeeicaaa. 1,466,255 1,463,331 1,384,339 1,332,526 1,231,279
LT cpscnnensnsnsncs s g e 63,952 71,770 53,193 54,852 55,412
Othet Forgapn. ..coosnpspnssscvsassoss 3,854 4,724 4,683 3,578 2,855
TORL..cminponseasumsmsmssssigaiisasismsiions v 1,534,061 1,539,825 1,442,215 1,390,956 1,289,546
Natural Gas Liquids — Leasehold . :
Ownership (barrels per day) . .
United States... 16,252 16,526 14,590 13,376 14,471
Canada.. ... .. 1,470 1,328 1,365 1,346 1,157
Total.. e 17,722 17,854 15,955 - 14,722 15,628
Natural Gas Liquids — Plant Ownershlp ' ' o '
(barrels per day) ' o ' % -
United States ..o funsisicsissmssssisss 17,847 . 17,492 18,031 16,998 14,077

* Includes gross production for Indonesia under production sharing agreement.
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Net proved developed and tmdeveloped oil and gas reserves as of December 31, 1977:

Developed ~ Undeveloped Total
Crude Qil and Condensaté, : '
(thousandbarrels) o s -y ' : Tty SR
(7 United States. . u it e edbenisennie - 448,486 - . 116,985.- . 56541 . Dccwen
Canada-.--....;---.;.'.....-......_.-...'...".._.'-.'._...‘..'...:.‘.'....'.'.'- 64877 . 664 65,541
Middle Bast.......o.oomivesiucnosmmsiases . 62,556 34,625 97,181
FarBast* ol ool 143,626 C— 0 143,626 -
Other BOSIgR .ttt s S 41,016 41,016
g 01 R GRS (O S 719,545 . 193,290 912,835
NaturalGas (Wet) (bﬂlmn Tk | T : :
cubic feet) s ' ' LW g
L0111 b S — ihpenanennasi 4,649 1,700 6,349
* Canada.......... e B— 366 - 126 492
OtherForeigh. o—eoooooeeeoeoooooeeeeeee 17— 17

Totilosssisncsss e e 5,032 1,826 6,858

* Includes -gross reserves for 'Indon:ie_sia under production sharing agreement.

During 1977 and early 1978, reserve estimates were filed with the Federal Energy Regulatory
Commission, the Federal Trade Commission and the governments of The People’s Republic of China,
Great Britain, Indonesia, Iran and Norway. Such reserve estimates, although as of differing dates,
were determined on bases that were consistent with the estimates reported above.

Based on historical performance, the Company currently estimates that 293,000 barrels per day-
of crude oil and condensate and 1,264,000 mcf per day of natural gas could be produced from proved
developed™ reserves as of - December 31, 1977 using presently installed equlpment under existing
economic and operating condltlons for the year 1978. _

At December 31 1977, the approxlmate number of Union’s produc:ble oil and gas wells were as

follows: .
" ai
Gross Wells.........ooo oo : 22,637
et Wells oo sdtsmcamsmsosnsusmsemaissssaisi 8,508
Gas _
GrosS WellS.. ..o e 2,544
*Net Wells................ i e SR e S e - 1,087

* Net wells represent the cumulative total of Union’s ownership interest in gross wells,

At December 31, 1977, the Company had 587 gross and 347 net wells with multiple completions.
In addition, at year-end Union was m the process of drilling 69 gross 011 and gas wells, the eqmvalent
of 35 net oil and gas wells,

Net well completions during the last five years were as follows:

| 1973 1974 1975 1976 . 1977

Net exploratory wells completed......... 11 15 14 - - - 28 25

Net development wells completed....... 141 172 152 _ 183 278
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Domestic Refining

‘Union owns_ and operates five reﬁnenes in the Umted States which manufacture a complete line

of high-quality petroleum products and certain basic chemicals, including automotive -and aviation
gasolmes liquefied petroleum gases, naphthas and solvents, jet and turbine fuels, kerosene, diesel oils,

heating oils, automotive and industrial lubricating oils, greases, waxes, asphalts, residual fuel oils:

and petroleum cokes. Rated capacities of crude oil processing units are summarized below

- o . Barrels. Per
C _R,eﬁn_er_y P fse # P e s wd i lCalem!arDa_}r
- Califoinia ; s oy s
~ Los Angeles._..__._.. AT LR, 108,000
“San Franczsco..........'-..--'.-'.;,-...'._-___. ....... - 70,000 _"
“Santa. Marla*..-.-...._.'.. R et £ 4'1_-'-,_0'00
--"Illlnms S . _ o _I 'I
' _ Chlcago ..... "1-5"1';000 :
Texas | | ‘
Beaumont ........ T e . 120,000
: ' 3490 000

* Makes unfinished products for further processmg at the Compauy s San Francnsco Reﬁnery

Average total input to crude oil processing units in barrels daily was 465 ,000 in 1973 439, 100

in 1974, 456, 500 in 1975 440 300 in 1976, and 451,900 in 1977.

Foreign Reﬁning

In the Repubhc of Korea, Kyung In Energy Company, Limited, a 50 percent owned affiliate of a |

Union subsidiary, operates a 60,000 barrel-a-day capacity refinery. Crude oil throughput at the refinery

increased 28 percent over 1976 to 50,800 barrels per day. Kyung In also operates a 325, 000 kilowatt

- thermal power plant which furnishes 30 percent of the power needs of the city of Seoul and the

surrounding area. Union’s investment. is substantially insured by Overseas Private Investment Corpora-
tion, a Umted States Government corporanon agamst certain po]mcal risks mcludmg expropnatwn

-Peiroleum Ttanspnrlnhon

A substantial part of Union’s crude oil producnon and purchases is transported to the Company’s
refineries by some part of the 10,100 miles of raw material pipelines which Union owns, wholly or

partlally, or leases. The Company also owns or has an interest in approximately 7, 300 miles of refined

product plp_elmes

Union Alaska Pipeline Company, a wholly-owned subsidiary,' has a 1.66 percent participation
interest in the Trans-Alaska Pipeline System which commenced operation in 1977 to transport crude
oil from the North Slope area of Alaska to the port of Valdez in Alaska. )

The Company's marine fleet at year-end consisted of 15 tankers and‘supertankers, plus other
smaller vessels, all held under long-term charter agreements or owned directly or through subsidiaries.

During 1977, Union chartered a 264,000 ton very large crude Garrier and four 85,000 ton tankers
to provide transportation of foreign crude oil to help meet the Company’s domestic refinery requirements
and improve the efficiency of the Company’s transportation system.

Union also has an extensive fleet of product tank trucks.
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Domwnc Petroleum Markenng

Union’s products are distributed in.42 states under the “Union 76" ‘trade name. Marlcetmg was
conducted through approximately 1,000 wholesale marketing -and bulk distributing stations and approxi-

mately 14,000 service stations ‘and other retail outlets at the end of 1977 including over 300 auto/ -

L _truckstops, many of which are located .on the. interstate. Inghway system _Substantially. -all .service |

CHEV 005234

stations and other retail outlets, mcludmg units owned and leased by Union, are operated by mdependent
‘dealers... The wholesale marketing stations distribute products to.the Company’s retail outlets, sell

. to others for resale, and sell directly to consumers. Through retail” outlets the Coropany also sells -
~branded tires, ba;tenac and other automobile accessories. Premium motor oils and greases are also
_marketed through wholesale d1stnbutors and to mdependent marketers thtoughout the U. S and m

many forelgn countries.

‘During the last 18 months Umon sold its marketmg propertles in Wyommg and - Montana and

. began the process of selling its propertms in Utah and southeastern Idaho. It had limited sales in these

marketing areas. In the east, reduction of investments began in low penetration markets in order to

‘concentrate on growth markets where Union has strong representation.

Foreign Petroleum Marketing

Union subsidiaries market crude oil and petroleum products to customers in Japan, Korea and
other countries outside the United States. Union had a substantial minority interest in the Maruzen Oil
Company, Ltd., a major Japanese refiner and marketer, which Union sold to Japanese interests in
October, 1978. During 1977, Union’s overseas marketing subsidiary, Unoco, sold-to Maruzen approxi-
mately 97,000 barrels per day of crude oil produced by Union and others.

Domestic Geothermal Activities

Union has leasehold interests in approximately 21,000 acres in the Geysers Geothermal Field
of northern California, the only commercial geothermal project in the United States. Steam from this

. field is sold to a public utility which has.installed generating capacity of over 520,000 kilowatts. Two
+ 110,000 kilowatt power plants are under construction, with one scheduled for completion in 1978 and

the other in 1979 To provide steam for these new plants, nine Wells were drilled in 1977 -and dnl!mg
is contmumg in 1978.

The Company is also exploring for new geothermal reserves elsewhere in the western United States.

" In California’s ‘Imperial Valley, Union has a prominent position in three out of four of the major

geothermal resources that have been delineated. Exploration and testing of Union’s properties in two
of these areas is in an advanced stage and agreements have been negotiated to sell the geothermal
energy to public utilities which would begin operation with 10,000 kilowatt power plants.

In New Mexico, the U.S. Department of Energy has selected a proposal by Union and the Public
Service Company of New Mexico to develop and operate the first full scale geothermal hot water
project in the country. A definitive agreement is being negotiated. Subject to negotiation of a contract,
the 50,000 kilowatt project would cost approximately $100 million, of which federal funds would
account for about one-half.

Foreign Geothermal Activities

Operating as a contractor for the Philippine government-owned National Power Company, Union
is developing two major geothermal fields on Luzon Island. Construction is underway on two electrical
power plants at the Tiwi field with a combined capacity of 220,000 kilowatts and for one plant at.
the Los Banos field with capacity of 110,000 kilowatts. The first plant in the Tiwi field is scheduled .
t0-go into operation in 1978 and in the Los Banos field in 1979. ' '
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Geothermal Lands, Reserves and Production

As of December 31, 1977 the'Company held 346,600 net acres of geothermal lands, of which
over 4,300 acres, all in the Geysers Geothermal Field, are proved with respect to production. Most

~ of the unproved acreage was located in New Mexico, California, Nevada and Utah. At year end, the

Company had 94 net producible geothermal wells, located primarily in the Geysers Gcothermal Fleld :

~ New Mexico, and the Philippines.

Geotherma] reserves and. producnon for the last five years were as fo[lows

| 13 1om _' 1975 1976 1971

Net reserves at Year-end" — _ D Em P ' T «
. Million megawatt hours.......... AR U 40 - 56 64 87 110
o Million equwalent oil barrels**................ g 61 84 96 131 165
 Net daily production — megawatt hours.___....... 900 - 1,800 3,000 3,600 3,600

'Reserves are lecated in the. Geysem Geotherma.l Fleld and in the Philippines. -

**Based upon the number of barrels of oil reqmred to generate an eqmvalent amount of electnmty

Che_mical Operations

Early in 1978, the Union Chemicals Division was formed combining the operations of the Amsco
Division and Collier Carbon and Chemical Corporation. The Chemical Division’s 0perat10ns are

- divided into three product groups: nitrogen, petrochemlcal and carbon.

The mtrogen group manufactures, purchasee and markets a wide variety of chemlcal fertilizers and
industrial chemicals. Union believes it is the largest producer of ammonia on the West Coast of the
United States (including Alaska) and one. of the largest in the United States. It operates ammonia and
urea plants located at Brea, California and Kenai, Alaska. Recent completion of new plants at Kenai,
Alaska increased Union’s ammonia and urea production capacity to 4,100 and 2,850 tons per day,
respectively. Natural gas, the prime raw material for these plants, is supplied from the Company’s
extensive Alaskan reserves. Enlarged urea and ammonia storage and terminal facilitics were also

completed in connection with the new plants.

CHEV 005235

A new ship, named the “S.S. Cormicopia”, designed to transport liquefied ammonia from Kenai
to the West Coast commenced service in the spring of 1978. In addition, Union’s Chemical Division
has two barges on long-term lease for delivery of urea, and two ref_ngerated river barges to transport
ammonia up the Columbia River.

The petrochemical group markets hydrocarbon solvents and pet.rochemlcals manufactured by
Union's refineries, manufactures ‘and markets polymer emulsions and hot ‘melt adhesives, and sells
chemicals and other products purchased from others. A new hot melt adhesives plant at Tucker,
Georgia was in full operation in early 1978 thereby doubling the Company’s producuon capacity

for these products.
The carbon group manufactures, purchases and markets a wide range of petroleum coke and
high-strength graphites.

Mineral Operations

On July 29, 1977 Molycorp, Inc. was acquired by- Union. Molycorp, now operating as a wholly-
owned subsidiary, is believed by Union to be the world’s largest producer. of rare earth products and an
important producer of molybdenum. Molycorp has a 33 percent interest in a Brazilian company,
Companhia Brasileira de Metalurgia ¢ Mineracao, a producer of columbium. Early in 1978, Molycorp
sold its 49 percent interest in Kawecki Berylco Industries, Inc., a leading producer of specialty metals and

chemicals.
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Molycorp’s rare earth operations are‘based upon a high-grade bastnasite ore deposit at Mountain
Pass, California and processing plants at York, Pennsylvania; Louviers, Colorado and Mountain Pass.
Based upon Molycorp’s average annual production of rare earth concentrates during 1976 and 1977,

Union estimates that proven ore reserves are adequate for at least fifteen more years of continued .
. _operatlon The major uses for rare earth products are m telev:sxon and ﬂuorescent hghung phosphors,

petroleum crackmg catalysts, gIass, 1ron and steel

_ Molycorp s open pit molybdeuum mme at Questa, New Mexico is almost depleted At is expected.
* - to be phased out durmg 1978 but milling operauons and. molybdenum productlon will contmue into 1980

usmg ore which has: been stockplled

. Over the past’ several years, exploratory dnllmg and feasnblhty studles conducted by Molycorp and
a partuer established a larger area of molybdenum mineralization at Questa Late in 1977, Molycorp

agreed with its partner to dissolve:the partnershlp and full ownership of -the. properties - now rests .with

Molycorp. Molycorp has conducted technical and feasibility studies relatmg to the development ofa

large scale underground mining operatlon with production beglnmng in the ear!y 1980’s. No ﬁnal__
decision on development of such a mine has been made.

Molybdenum processing operatlons are conducted at plants located in Washington and York,
Pennsylvania. Molybdenum is used in the productlon of stainless and alloy steels, non-ferrous alloys,
pigments, lubricants and catalysts.-

IMolycorp s annual production’ of minerals is as follows — thoueaud pounds:

| 1973 1974 1975 1976 1977
Molybdenum in concentrates.....__.____ 10,866 11,200 11,114 -11,509 8,130
Rare earth concentrates.............. 38,682 43,883 -32,936 28,745 33,861

Minerals is developing a $45 million uranium fuining.and milling complex in Sweetwater County,

Wyoming. Mill construction work is pending issuance of federal and state permits. Difficulties and -

delays have been encountered in obtaining these permits. It is anticipated that -th‘ey will be obtained

during the latter part of 1978 or early. 1979. See BUSINESS AND PROPERTIES OF SILVER

BELL — the Sweetwater Project at Page 47. A feasibility study on a project to mine and mill
uranium from deposits approximately 33 miles northwest of Wickenburg, Arizona was completed in
July 1978. This project is known as the Anderson Project. Minerals estimates that 9,162,000 pounds
of recoverable proven reserves with an average grade of 0.072% U3Og (using a mill recovery factor
of 89%) can be commercially mined. Final plans and schedules for mine development have not
been determined, nor has a mining permit been obtained.

Union has a 25 percent interest in Cyprus Pima Mining Company which owns a large open pit .

mine south of Tucson, Arizona. The mine was closed in September 1977 due to the depressed price
of copper.

Union’s equity in Cyprus Pima’s earnings was a $2.2 million loss in 1977 compared to $.8 million
gain in 1976.

Other Operations

In Colorado, Union has 20,000 acres of patented oil shale lands which it believes are a potential
source of petroleum supply. The Company also has unpatented placer mining claims covering an
additional 20,000 acres of oil shale lands (currently being contested by the Federal Government)
and 10,000 acres of associated lands including water rights and areas for disposal of spent shale. Early
in 1978, the Company announced plans to build a $100 million experimental oil shale project if Congress
creates the necessary investment climate for an oil shale industry. The project would utilize a Union-

dev_eloped surface retort capable of proccssmg 10,000 tons per day of oil shale to extract 9,000 barrels

v
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a day of raw shale oil. Imtla]ly, Umon plans to sell the shale oil for direct use as boiler fuel in electncal
generating plants. ; '

Union, through a wholly~owned subsidiary, develops and markets rea.l estate for industrial, com-
mercial and residential uses on surplus and purchased land.

None of the activities described in this section or in the preceding section entitled “Mineral Opera--

Research :

Union has a modern research center located at Brea Caht'ornta where research sc:entrsts engmeers

. and supportmg personne[ are currently worhug to.develop new and improved products processes and

techmques for use, m every phase of the petroleum busmess and m pertlnent areas of the- chermcal'

mdustry

_ Umon owns some 1700 actwe patents m the Umted States and abroad whlch are geuerally_
avallable to others under revenue producmg llcensmg agreements ' :

| Umon s expendltures for research and development apprommated $17.1 mdllon and $17 2 mllhon
in 1977 and 1976, respeetwely :

Employees

At June 30, 1978, Union had 16,191 employees, many of whom are covered by labor agree-
ments with various unions. In January 1977, an agreement was reached with the Oil, Chemical and
Atomic Workers International Union on a number of contracts covering employees in all refineries
and several large distribution terminals. Agreement was also reached early in 1977 with the International

Union of Petroleum Workers on a number of contracts covering production, pipeline, telecommunications

and certain marketing employees. In March 1978, a new three-year contract was negotiated with. the

Oil, Chemical and Atomic Workers Intematlonal Umon covering workers at Molycorp s Questa, New

: Me:uco mill and mine complex

. All these agreements provxde for substannal wage and fringe benefit increases.

' Govemment Regnlatmn

The petroleum industry has been subject to mandatory allocation and price control regulations
established by the Department of Energy under the authority of the Emergency Petroleum Allocation
Act of 1973. This authority was continued and extended by the Energy Policy and Conservation Act
of 1975, the Federal Energy Administration Authorization Act of 1977, and the Department of Energy
Orgamzatlon Act of 1977. The regulatlons have established maximum prices permissible for domestic
crude oil and certain petroleum products. Increased ¢osts relating to refining and marketing activities
are allowed to be passed through to product prices in a specified manner, and subject to certain
conditions. The regulations reduce the price Union receives for a portion of its crude oil, and have -
created additional administrative expense. The regulations, in some instances, may adversely affect
Union's ability to recover increased costs. Union’s ability to recover increased costs may be further
restricted by market conditions. =

Regulations promulgated under the 1973 and 1975 Acts are mandatory for 40 months and may be
1mpoeed at the discretion of the Pre51dent thereafter. The Company is unable to predict how long the
regulanons may rémain in effect, or what effect such program (or any modification thereof) may

_u]umately have on 1ts business unnI September 30, 1981.

. Other provisions of the 1975 Act give the President authority to be the sole importer and
purchaser of crude oil and petroleum product imports, establish refinery operations levels, force
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conversion to coal, control exports of petroleum products, natural gas and petrochemical feedstocks
order allocations of supplies, determine production rates on federal lands, and establish a strategic

petroleum reserve The President is requxred to establish contmgency plans for energy conservation

and ratlonmg

Legxslatlon ‘which will .modify . the present pnce controls on domestic natural ‘gas producnon was .. o
-recently approved by Congress. This: legislation is extremely’ complex, creatmg many different tiers

of natural gas. prices. - In general, higher prices will be ‘allowed for some gas produced in the future

although all gas will remain. under control, at least until 1985. Based upon Union’s preliminary: analysts,.j
- the legzslatlon is not expectcd to have an adverse. impact on Union's business or financial condition.

All sales of natura] gas tc 1nzerstate plpehne companies for resa!e are sublect to pnce regulation

by the: Federal - Energy Regulatory Commission of the Department of Energy under the . Federal
Natural Gas:‘Act. -Certain interstate crude oil pipeline subsidiaries of Union are subject to regulation -

as common carriers by the Federal Energy Regulatory Commission. Union, as lessee from the United
States, is subject to regulauons of the United States Department of the Interior under the Outer
Contmental Shelf Lands Act, which regulations have been amended to impose stricter controls on
operations and to establish responsnblhty for cleanup and damages in the event of oil spills and under
the Mineral Leasmg Act of 1920 covering onshore lands. In addition, state regulations, which have
been amended to impose stricter controls, are imposed on both state owned and privately owned lands.

A number of federal and state legislative proposals would, if enacted, significantly adversely affect
the petroleum industry, including Union. These proposals involve, among. other things, the imposition
of additional taxes, the divestiture of certain operations, an excess profits tax, land-use controls, and
other restrictive measures.

Environmental Matters

~ Compliance with federal, state and local laws and provisions regulating the discharge of materials -

into the environment or otherwise specifically relating to the protection of the environment is having
an increasing adverse impact on Union’s operations. Federal legislation applicable to Union’s operations
includes the Federal Water Pollution Control Act Amendments of 1977 which impose increased liability
for oil spills or discharges in navigable waters upon Union or persons responsible for such an occurrence
and the Federal Clean Air Act Amendments of 1977 which relate to the reduction or elimination of air
emissions. Various state and local governments have adopted or are considering the adoptmn of such

.laws and regulations. s

In 1977, Union spent approximately $29 million in order to comply with, and where technology
exists, exceed applicable federal and state environmental regulations. Capital expenditures in 1978
related to the protection of the environment are estimated at $32 million. Union expects such expendi-
tures to continue in future years, but they arc not expected to be significant relative to Union’s capital
structure and normal capital expenditure programs. Although Union believes that it will be able
to meet the requirements of existing laws and regulations, changes in operating procedures and the
acquisition of additional pollution control facilities may be necessary to meet regulatory standards in

~ the future.

Union has been a party to a number of administrative and judicial proceedings arising under
federal, state and local provisions relating to environmental protection. Such proceedings include actions
for civil penalties or fines for alleged violations of such statutes and ordinances. Approximately 15
administrative and judicial proceedings are pending. Approximately 90 applications for National

- Pollutant. Discharge . Ellmmauon System permits are pending, as are 8 appeals related to the lSSllallCC

of such permits.
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Union does not believe that these proceedings  are; in the aggregate, rnatenal to its business

or tinancial condition and does not anticipate any significant curtailment or mterruption of-its major
operations as a result of any alleged violation of environmental control laws or regulations. Union has -

also joined or intervened with the Americdn Petroleum Institute and other oil companies in actions relating
to Environmental Protection Agency effluent limitation' guidelines, air quahty regulatlons, ammonia

: _femhzer guldelmes and benzene regulatlons

L Pendmg Lega] Proceedmgs '. @ '

Umon, along w1th other ma]or oni compantes, is a defendant m separate cml anutrust suits brought

by the states of. Florida, Connecticut, Kansas, California, . Arizona; Oregon and . Washmgton filed between. Ll
-1973; and’ 1977 “Thesé actions Ccharge. violations of federal and state monopoly and restraint of trade
statutes in connecnon with exploratlon productlon refining and marketmg of. petnolcum and. petroleum
; products The shits: alE seek treble’ damages, in unspecified amounts; on behalf of : the states and classes -

. -of -other. consumers of petroleum products, injunctive rehef and - deestlture of the exploratlon and

| "-_-::--'productlon segments .of the defendants’ ‘businesses. The Judicial Panel on Multidistrict Litigation' has . . |

transferred the. above-l:sted actions, and the action brought by the City of Long Beach described below,

. to- the Umte:d States Dlstnct Court for the Central District of Callforma for consohdated or coordmated_
L pretnal proceedmgs (The consohdated pretrial proceedings are No. MDL-ISD ) '

The City of Long Beach is a plamtlﬁ' and the State of Cahfomla has’ mtervened in a suit filed

on June 27, 1975, in the- United States District Court for the Central District of California (No.
75-2232 WPG). The. complamt alleges violations of federal and state antitrust statutes arising out of
exploration, development and productlon of crude oxl in tidelands and other lands in the Long Beach,
California, area. % .

Union and its subsidiary, . Colller (which was merged into Union in early 1978) together with six
other fertilizer marketers and producers, are defendants in civil antitrust actions ‘brought by the States of
Alaska, Idaho, Montana, Washington, and Oregon and individual residents of the State of Oregon. The
suits were filed in the United States District Court for the Eastern District of Washington at Spokane
on June 11, 1975, by the States of Idaho (No. C-75-120), Montana (No. C-75-119), and Washington
(No. C- 75-118) and the individual plamtlffs by the State of Alaska (No. C-75-156) on July 22, 1975,

and by the State of Oregon (No. C76-287) on July 1, 1976. The suits allege violation of federal and .
state antitrust statutes’ arising out of the sale of fertilizer in the northwest region of the United States

and seek treble damages, in unspecified amounts, injunctive relief and divestiture of the ownership and
operation of certain marketing and distribution outlets.

On Decemher 24, 1970, Union was served with a summons and complaint in an action ﬁIed'in
the Superior Court for Los Angeles County, California, entitled Philip Ruben and Phyllis Ruben, et al. v.
Union Oil Company of California (No. LASC4C 992907). Plaintiffs sued individually and on behalf of

'members of a class described as residents of the State of California who have charge accounts with

defendant and who have made payments of interest of more than ten per cent per annum within the
preceding four-year period. Plaintiffs sought an injunction against further assessment by Union of finance

-charges on its monthly credit card billings in excess-of ten per cent per annum and damages in an

unspecified amount. Plaintiffs’ claims were denied by the trial court, and the decision has been appealed.

On March 5, 1974, Umon was served with a petition in an action entitled Mecom v. Union Oil
Company of California, et al., brought in the District Court of Harris County, Texas (No. 973,515).
Plaintiff claims rights in concessions, rights or contracts relating to the production, exploration and
marketing of oil and gas within a certain geographic area of the Middle East and an accounting.

" Union is named as a defendant in actions brought by purported representatives of classes of lessee

and sublessee gasoline dealers (Bogosian v. Union et al. and Parisi v. Union et al.) in the United States
District Court for the Eastern District of Pennsylvania. The complaints which were served on May
19, 1971 and October 26, 1971, respectively, allege violations of Sectlons 1 and 2 of the Sherman
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Anti-Trust Act and demand an undctermmed amount  of damages to be trebled; m_;unctwc relief; and -

. divestiture of those portions of defendants’ businesses which involve the acquisition of real estate by

purchase or lease. and the leasing or subleasing of such real estate for use as retail gaso]me service

stations, plus costs and attorneys® fees. Orders entered in June, 1975 dlsn:ussmg said. class actions were

" vacated by the- United . States. Coutt of Appeals for thc Thxtd Clrcult and the actlons were remanded?.-

“to the Dlstnct Court for . further procecdmgs

woal % A summons and complmnt were served upon Umon in an action entltled Evanson, et aI v. Union iy
- ‘and Departmem of Energy (No.” C4-75 671, U.S. District Court for the - District of . anesota —
Fourth Division) on January 5," 1976. Plaintiffs, mdmdually -and as- representatwes of -a-classof

E car washes, seek - reinstatement of - dlscounts in existence on. May 15; 1973 ‘and the return of discounts

R I_,\mthdl:awn a.fter September 1973 The Umted States Department of Energy mtervened in March 19?8
 and was. reahgned as a. plamtlﬁ The complamt in. intervention alleges’ that: ‘Union Jmproperly ehmmated-
. certain discounts’ to customers of gasolme and oil during: the period from" August 19, 1973 to March 31,

1978; that Union’s base pnces ‘were improperly computed; and that Union overcharged some customers.
The Department: of Energy requested that Union be required to recalculate its base prices, refund
overcharges, bé enjoined from further violations of the Emergency Petroleum Allocation Act of 1973,
pay civil penaities for each separate pricing -violatio’n and pay.costs of litigation. '

The allegations of unlawful practices in these actions have been denied and. the actions will be
- vigorously defended by Union. Management believes the foregoing actions can be successfully defended;

in view of the broad and largeljr undefined relief sought, however, an advcrse decision could have a’

sighificant effect upon ‘the scope and nature of Union’s operanons

— © MANAGEMENT OF UNION
Directors |
The Board of Dlrectors of Umon consists-of 14 members who are elected to hold office until thc next

' annual meeting of sharcholders and until their successors are duly elected and qualified. The following

table sets forth certain information with respect to Union’s directors, including the nmumber of Union
Common Shares owned beneficially as of June 30, 1978. None of the directors owns any other equity
securities of Union. As of June 30, 1978, no director or oiﬁcer of Union owned any shares of Silver
Bell or Mancos of record or beneﬁcna]ly

Commeon
_ Year First . Shares
. ; : . Became Beneficially
Name - : Principal Occupation(nl) : Director Owned(b)
William F. Ballhaus  President, Beckman Instruments, Inc. 1977 ' 500
' Analytical instruments, systems and
components : -
Claude S. Brinegar Senior Vice President of the Company 1968 = - 2,064
Ray A. Burke Senior Vice President of the Company 1966 16,561
Robert Di Giorgio Chairman and Chief Executive Officer, 1958 300
: - Di Giorgio Corporation '
" Multi-market company active in
manufacturing and distributing consumer
goods and forest products
William H. Doheny Personal Investments 1954 152,556

- Prentis C. Hale - Chairman, Executive Committee, = 1956 - - 372
o Carter Hawley Hale Stores, Inc. :
Retail department stores
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. Commoen

- . ' Year First Shares -
. . —  Became . - Beneficially
. Name Principal Occupation(a) _ Director. Owned (b)
Lewis B. Harder - Chairman of the Board, Molycorp, Inc. 1977 200
- o A wholly-owned subsidiary . - ) -
- Fred L. Hartley Chairman and President of the Company o 19600 36,179 o e,
RN & .C. Hendersonz. R Vlcc Prcsuient of the. Company 2 TR | 1976 < 9 8307 T
. Donald P. Jacobs S Dean, Graduate School of Management 19720 . 100
- * No:thwestern Umversny 5 55w b g FRLE N
" William S. .M¢co_i1npr "+ Senior Vice President of the Company S 19713 3,186
"Pqter O’-Malley-'-.* President, Los. Angeles Dodgcrs, Inc 1976 200
'I'.'Profemonal baseball club B T
. CharlesF Parker . Financial Consultant to the Company S 1963 - 19,355
_-DonnB Tatum , B Chalrman of the Board Wait Disney - 1977 - 1,000-

CHEV 005241

Productions
Entertainment and recreational activities

(a) The offices. in this column refer to Union unless. otherwise stated.

(b) Reported by Directors as of June 30, 1978, and includes shares held in the name of mves, minor
children or relatives as to which beneficial ownershlp is disclaimed. Does not include shares held by
the Trustee under the Employees Profit Sharing Plan and Employee Stock Ownershxp Plan as further
dlscussed in Note 2 under “Remuneratlon” below

Remuneration <

~ "The following table sets forth information concerning the remuneration paid to the three highest paid

officers and all dlrecmrs who recewcd aggregate direct remuneration in excess of $40 000 in 1977:

' Company
- Contributions
L Under
Incentive Employees
Compensation Profit
. Capacity in which Aggregate Cash Sharing
Remuneration was Direct Awards Plan and
Name . ~ Received : Remuneration for 1977(1) ESOP(2)
Fred L. Hartley | Chairman and President - $ 328,333 | $107,500 313,232
Claude S. Brinegar ~ Senior Vice President 167,333 57,000 - 7,369
Ray A. Burke ; Senior Vice President 167,333 42,500 - 1,369
Lewis B. Harder Chairman of the Board, . T70,995(3)
: _ Molycorp, Inc. - _
T. C. Henderson Vice President 87,833 22,500 4,548
William S. McConnor Senior Vice President 145,333 42,500 6,567
Charles F. Parker Senior Vice President 170,333 50,000 7,478
Directors and Corporate Officers as a group, ' 2,162,535 - :

29 in number, including those listed above

(1) In addition to the cash awards shown above which were paid in 1978, but apphcahle to 1977
~operations, cash awards were made in the amount of $221,550 to eleven other present officers
and $1,949,510 to other key cmployecs
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s . operations and may be in-the form of cash and dcferred compensation. The deferred compensation - - .- . P

: '-'_Deferred awards applxcab}e to 1977 (made in . 1978) and the total deterred amounts accmed.

—i

" Under the rev:sed Incemnre Compensanon Plan (the “Plan”} approved by the shareholders in
" . 1968, annual awards may be’ granted to a limited number of executives and key employees at the
- .discretion of the Compensatlon Comm1ttee of the Board of Directors, which is compnsed entlreiy

' of ‘non-employee directors. : ‘Awards. made' in. the current. year. are apphcable to the: prior year’s

- portion’ of the Plan provides. for payment oyervarious intervals and may: extend up to. ten years

"'followmg renremeut -The- nght to payment of - deferred awards wﬂl be forfe1ted m the event of
L voluntary mlgnauon early retlrement or. djscharge for cause A :

M Bnnegar, $77 388 and. $260 510 to Mr. Burke $42 047 and $153, 611 to Mr. Henderson

- '$71,898"and :$216,921 to "Mr.“McConnor; $86,715 and $272,108. to Mr. Parker, and $135462
- and: $320; 623 ‘to: eleven other present oﬂicers and $1 009 729 and $2,910,696 to other key . -

b employees

_(2,)'.Company contributlons under the. Employees Profit Shanng Plan and the Emp]oyee Stock Owner- g "

ship Plan (“ESDP”) are allocated to all employees who became members of these plans on the
_ basis of the members’ rates of pay (a mémber’s pay in excess of $100,000 is not considered in
making allocations under ESOP). Officers participate as members of these plans on the same
- basis as other employees In 1977, Company contributions totaled $11, 094 769 under these plans,
of which $91,763 was a]located to Company officers.

(3) Remuneranon for the penod July 29-December 31, 1977, including a bonus relatmg to the
entire year. - _ e

Rehrement Plan

The Company has a noncontributory Retirement Plan covering substantially- all employees which
prowdes participants with retirement benefits based on a formula relating such benefits to salary and
years of service. These benefits are subject-to limitation under certain provisions of the Employee
Retirement Income Security Act of 1974. Where that occurs, the Company has a retirement supplement

i designed to maintain total retirement benefits at the Retirement Plan formula level. Maximum annual
‘benefits (including Social Security) payable at age 65 to participants in the plans, including all persons
named in the foregoing remuneration table except for Mr. Harder*, are illustrated in the following table:

Aoy P e
Palig ¥:§§ l(,l:etc :5 i::;;?t | Service Years
Retirement 25 30 -3 40
$ 15,000 $ 9300 $ 10,100 $ 11,000 $ 12,200
25,000 13,300 14,900 16,600 18,600
50,000 23,300 27,000 31,300 35,800
150,000 66,300 79,600 92,900 106,400
250,000 109,900 132,200 154,600 177,000
350,000 153,600 T 184800 216,200 247,600

* Mr. Harder is a participant in the separate retirement plan maintained by Molycorp. Mr. Harder’s

_estimated maximum annual retirement benefit is $33,000 assuming that the highest average of the
aggregate compensation in any three consecutive years during the last ten years of employment will
-constitute the basm for determining Mr. Harder’s retirement benefit.
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lnl'omatmn Concermng Opnons on Cnmmon Shares

Under the Stock Opnon Plan. of 1975, any ophon granted under a shareholder approved stock
E opﬁon plan may include a stock appreciation right either at the time of grant or by amendment. Such
“right is exercisable only to the. extent the. option is exercisable and only with the consent of the -
Compensation Committee. Such' right permits an optionee to surrender an unexercised option with
respect to any number of unpurchased shares and. to receive in exchange a lesser number of shares'
. .: i -having an aggregate value equal to' the difference: between the option price of such unpurchased shares' - .
- and the market value of such unpurchased shares on the date the option is suzrendered The Company o

may settle its obltgatlon arising out of the: exercise ot' an apprematxon rlght m cash shares orim-a - R
combination of cash: -and. shares : : ' '

e Followmg is atabulation of data. ‘concerning optaons on Common Shares -and apprecnatlon nghts- e
for certam dlrectors and oﬂicers 1nd1v1dually and for-all present corporate oﬂioers ’

'Ali-Peeeen.'t'“ :
Corporiate
o : . e il ; - Officers
' : s % ' . R ‘Including
Fred L. Clmnle S. RayA. g L o William §. Charles F. Those -
_ Hartley - Brinegar Burke  Henderson McConnor  Parker Named
Common Shares (% WS o ‘ - '
- Granted since
Jan. 1, 1977
Number of shares..... Noné = None None = None - None ~ None 1,380
. Exercised since |
Jan. 1, 1977 _ i '
Number of shares..... None  None  None  None  None 1,440 2,640
Aggregate option :
— value of shares . . ' :
exercised.........ccc.... - _ $ 45,720 § 82,695
Aggregate market : . -
value of shares - - ‘ _ P on ;
on dates exercised... - , L - _ . $ 68,940 $130,785 .
Exercise of - - _ ; ' .
appreciation rights
since Jan. 1, 1977 _
Number of shares...... - None‘ None None ©~ None None 4,410 . 6,610.
Aggregate option ' ' : ' o
value of rights
exercised............... g | : . B o $135,883  $203,672
Aggregate market : =

value of shares
on dates rights _ :
exercised. i . $240,069 $359,938

Number of shares
issued in partial
settlement of
appreciation

- = 1 — | | 956 ~ 1,429
Unexercised at :

; June 30, 1978 ._ | |

© Number of shares... 25300 2,500 11,408° 3,998 8818 None 67,002
: Average per share ' ' i Y : :
option price(1)....... $30.97 $35.88 $30.81 §$31.08 $30.98 — $31.63

(1) Represents market value on dates granted.
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Performance Share Plan of 1975 .

Under. the shareholder approved Performance Share Plan of 1975, officers and key employees may
be awarded . in the aggregate a maximum of 130,000 Performance Share Units (“Units”), each -
eqmvalent to one share of the Company s Common Stock dunng the ten-year penod commencmg_ .

: January 1; 1975,

‘A total of 26, 020 Umts have been awarded for the ﬁrst fout—year award permd endmg Decem.ber -

31, 1978 and 21,340 Umts have been awarded for the second four-year award period ending December

“31; 1980. Awards to -certain present directors and officers, including -those named in the .table on

page 40, for the first and second award _periods - are; respectlvely 4250 Units. and 3,350 -Units to__'

“Mr. Hartley, 1,600 Umts and 1, 120 Uxits to Mr. Brinegar, 1,600 Umts and 1,120 Units to. Mr. Burke,

670 Umts and 590 Umts to Mr. Henderson, 1,380 Units and 980 Units to Mr. McConnor, 1,640 Units
and 0 Units to. Mr Parker. 16,840 Umts and 11,110 Units were awarded dunng the two award penods e
to all present dlrectors and oﬁicers ' Mr. Harder is not a participant in this' Plan o '

: The percentage of awa.rds eamed and payable for each award penod is contingent upon the
Company achieving a specified average return on shareholders’ equity during the period. Such payments
may not exceed by more than 200 percent the fair value of Units ($36.53 each for the first award
period and $56.35 each for the second award period) at time of grant. - :

Interests in Certain Transactlons
During 1977 and. the first half of 1978, the Company purchased instruments and equipment in’ the

: ordmary course of business from Beckinan Instruments, Inc. at competitive market prices. Such

purchases amounted to $206, 000 in the aggregate and it is expected there may be similar transactlons
in the future.

In January, 1978, Beckman Instruments Inc. acquired real property located in Brea, California .
for its fair market value of $1,544,128 from a wholly-owned subsidiary of the Company. A contract
for the sale of additional real property located in Brea was executed by Union’s wholly-owned subsidiary
and Beckman Instruments, Inc: in late AuguSt 1978 at a fair market value of $2,256,202. The sales
prices of said real property were based upon independent appraisals. Union believes that similar prices
could have been obtained from nonaffiliates. Dr. Ballhaus, a Dlrector of the Company, is President of
Beckman Instruments, Inc.

The Company sold wax in the ordinary course of business to a subsidiary of Di Giorgio Corpora-
tion. at competitive market prices. Such sales amounted to $718,000 in the aggregate during 1977
and the first half of 1978 and it is expected there may be similar transactions in the future. The terms

-of the sales were similar to those that could have been obtained from a nonaffiliate. Mr. Di Giorgio, a

Director of the Company, is Chairman and Chief Executive Officer of Di Giorgio Corporation.

Molycorp, Inc. and International Mining Corporation have maintained a joint minerals explora-

tion program for two projects pursuant to an agreement entered into in July 1969. Each party was
committed to make contributions based upon an annual budget and had a 50% interest in the program,
which was managed by Molycorp. During 1977, Molycorp received reimbursement of $156,000 from
International Mining for its share of expenses. The joint program was terminated in April, 1978 by
Molycorp’s withdrawing an undivided interest in one project and by purchasing. for $200,000 all of
International Mining’s interest in the other prOJect

During 1977, Molycorp, Inc. placed most of its insurance through a wholly-owned subsndlary
of Canton Company, which is a wholly-owned subsidiary of International Mining Corporation, and
paid $1,329,000 in premiums during 1977 and the first half of 1978 on which the subsidiary received

- commissions at regularly established rates. It is expected there will be minimal transactions in the

CHEV 005244

future. Mr. Harder, a Director of the Company, is Chairman and Chief Executive Officer of International
Mining Corporation and Chairman of Canton Company.
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 Dodgers, Inc.

* The Company engage_& in transactions with the Los Angeles Dodgers, Inc., in the 'or_dir'xary course
of business, totaling $1,020,000 during 1977 and_the first half of 1978. Such transactions included

_advertising space rental, broadcast rights and ticket purchases. It is expected there may be similar

transactions in the future. Mr. O’'Malley, a director of the Company, is President of the Los Angeles

The Accounting and A’ud,i-t_ing': Committee of the Bbérc_l of . Direcmrg- Ii_s-.' pre-sen.ﬂy .-Cdfnpqsed of .
.- three non-employee : directors — Donald. P. -Jacobs;, Peter O’Malley, and Donn B. Tatum. The fim .~ . °

~of Coopers & Lybrand was engaged as independent certified accountants for 1978. 7

" Benetical Owacesip of Voting Securs

CHEV 005245

¢ g Following ié'-;'the name’ of the b'erié_ﬁc_ial owner of more than five percent 6f_ Union’s :.Cémmon -‘ e !
gal _S_t_o'sc_:__k, par 'Yall_xc-'_{ﬁg.}é per-share, the only class -of voting _sec'ilrit_:ies-:_qu't_s'tandjgg"as'-_ of June 30, 1978: -

Security Pacific’ National Bank . . 2,308,074 Common shares © 5.3% of the class.

. Trustee. for Union’ Oil. Employees -
* Profit Shating Plan . = - 0 ¢
P.O. Box 2498, Terminal Annex
Los Angeles, Ca. 90051

outstanding

- The number of .Commoﬁ. shares held by Directors and corporate officers as a group, as-of .J une 30,
1978, is 249,278, which constitutes 0.6% of the class outstanding, : '

The Trustee for the Union Oil Employees Profit Sharing Plan may acquire additional shares of

Union Common: Stock with contributions made by Union and. voluntary participants -in- the Plan
pursuant to the terms thereof and-to the terms of the Trust Agreement between Union and the Trustee.

Officers. and Directors of Union (excluding non-employee Directors) may acquire additional shares of

Union Common Stock upon exercise of stock options and stock appreciation rights, as described herein
under the heading “Information Concerning Options on Common Shares” and pursuant to the terms of

the Performance Share Plan of 1975, as described herein under that heading.

'DESCRIPTION  OF COMMON SHARES OF UNION

“As of the date of this Proxy Statement, Union has outstanding only Common Shares with a par
value of $8%5 per share. - . '

A brief summary of the effect of the provisions contained in Union’s Articles of Incorporation,
as amended, that concern the. rights of holders of the Common Shares and of provisions contained .in
agreements concerning certain of. Union's long-term debt which relate to such rights follows:

Dividend Rights: Dividends -may, subject to compliance with the limitations referred to below,
be declared and paid on outstanding Common Shares out. of any assets at the time legally available
therefor.

Terms of one of Union’s debt agreements place restrictions upon the payment of cash dividends
or distribution of assets on any capital shares and the purchase, acquisition or redemption of outstanding

capital shares. In addition, they. require the maintenance of minimum levels of working capital and.

debt/equity ratios. The most restrictive of these relate to working capital, which is to be maintained

‘at no less than $40,000,000. -

Voting nghts: Under California law, each holder of Common Shares has cumulative voting
rights with respect to-the election of directors.
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- Pre-emptive Rights: “The .holders of th‘imon Shares have no pre-emptive rights to pﬁrchése

' ~(a) capital stock issued in exchange for or in payment for property, (b) bonds, debentures or evidences

of indebtedness convertible. into or having optional rights to purchase capital stock or the capital stock
issuable upon exercise of such conversion or optional rights, and (c) Common Shares which may be
sold to certain employees (including officers) chosen by the Board of Directors, or-issued pursuant

~ to the exercise of options granted to such employees, but not to exceed in the aggregate 1,146,899

CHEV 005246

‘Common Shares, such maximum amount being subject to further adjustment in the same manner as

Union’s outstanding Common Shares in the event of any share dmdepds or in the event the Common
Shares of Union shall be changed into, or exchanged for, a different number or issue of shares of stock
or other securities.

Liguidation Rights: Upon dissolution of Union, after it has been determined that all of the claims
and nbhgation's of the corporation have been paid or adequately provided for, the assets will be dis-
tributed to the holders of Common Stock. There are no exlsung preferential rights to share in such

-assets upon dlssolutmn of the corporation.

Other Matters The Common Shares are not convertible and are not subject to redempuon

All ontstandxng Common Shares have been issued .as fully paid shares and the Articles of Incor-
poration do not authorize the levy of assessments upon such shares.
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- In General:

' BUSINESS AND PROPERTIES OF SILVER BELL

Silver Bell was organized under Colorado law in 1969 for the purpose of acquiring all of the-
assets and liabilities of Silver Bell Mines Co., its predecessor. Silver Bell Mines Co. had been organized
in 1944 and many of its records have been lost or misplaced. '

Since its inception, Silver Bell has been engaged in the acquisition of interests in and to mineral
properties and in exploration efforts thereon directly or through partners, lessees, purchasers and
optionees for many types of minerals.

Silver Bell does not engage in mining exploration or development activities on any of its propctties

at the present time. Most of its properties are either under lease, option, or joint venture wuh other

parties engaged in various exploratlon efforts.

Silver Bell has four employees, its President, an office secretary, and two employees doing main- -
tenance and assessment work on its properties. Silver Bell maintains oﬂices at 158 Flllmore Denver,
Colorado 80206, and its telephone number is (303) 333-4211.

For the reasons sét forth under THE SILVER BELL ACQUISITION — Board of Directors
Recommendation, Silver Bell has agreed to-sell substantially all of its assets to Minerals. Silver Bell
considers Silver Bell's 35% interest in the Sweetwater Projéct to be its primary asset. Union and
Minerals have agreed to acquire substantially all of Silver Bell’s assets in order to acquire Silver Bell’s
35% interest in the Sweetwater Project described. below. '

The Sweetwater Project:
In General:

Silver Bell owns a35% undivided interest and Minerals owns the remaining 65% undivided interest
in a joint venture formed to explore for and develop uranium deposits which may be found on unpatented
lode mining claims and state leases located in Sweetwater, Fremont and Natrona Counties, Wyoming.
Sufficient deposits of uranium have been discovered beneath a portion of the joint venture properties in
Sweetwater County to justify opening a surface pit and constructing a mill. The project is referred to
as the Sweetwater Project or Sweetwater Mine and Mill.

Mineralization occurs in a number of deposits located within an area of approximately 20,000
feet in length and 3,000 feet in width. The depth to the deposits varies, but generally increases from
a few feet at the southern end of the deposits to over 400 feet at the niorthern end. The uranium ore
minerals, principally uranite and some coffinite, occur.as pore fillings and grain coating in fine-to-coarse
grained sandstones of the upper portion of the Battle Springs Formation.

Minerals currently estimates that proved . recoverable reserves of approximately fourteen mllhon
pounds of uranium oxide (U30g), using a milling extraction efficiency factor of 91.7%, are located
on the Sweetwater Project site. Silver Bell's undivided 35% interest equals approximately 5.0 million

- pounds. The ore is estimated to have an average grade of 0.048 percent UzQg. Such estimates are -

based upon about 2, 700 test holes that have been logged by radiometric probing, of which appronmately '
‘four percent were cored and analyzed by chemical methods. ;

Present plans call for the ore to be recovered by sequential excavation and filling of a series of

- open pits. If the ore contains more than approxlmately 0.029 percent uranium oxide, it will be hauled

for processing to the mill to be constructed east of the ore body. - Material with a grade between 0.029
and 0.01 percent uranium oxide will be hauled to a pad where it will be leached with acidified mine

~ discharge water. Material containing less than.0.01 percent uranium oxide will be. deposited .in a waste -
-dump or used for back-filling mined-out areas. Based upon present plans; it is ant1c1patcd that the

estimated proved reserves would be recovered over a period of 15 years
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Assessment of Economic Viability:

Numerous studies of the Sweetwater Pro;ect concerning reserve determinations and mining,
milling and reclamation plans have been made by Minerals and by consulting firms. Minerals has
assessed the results of these studies and based upon current uranium prices and estimated expenses, has
concluded that commercial production of uranium will be economically feasible and profitable. However,
such conclusion is contingent on a number of uncertainties, including the issuance of required permits
in a timely manner, the future price of uranium, capital requirements and operating costs.

The current price of uranium as reported by Nuclear Exchange Corporation as of September 30, 1978
was $43.25 per pound. If the entire estimated proved recoverable reserve of the Sweetwater Project
(14,000,000 pounds) could be sold at such price, the gross value of such reserves would be $605,500,000

"and the gross value of Silver Bell's interest in such reserves would be approximately $211,925,000.

Net profits would, of course, be reduced_by the costs of recovery, capital, milling and taxes. There is
no assurance that the price of uranium will remain at current levels or, since no commitment has been

 made for the sale of Silver Bell’s share of any uranium produced from the Sweetwater Project, that

Silver Bell's share of any production could be sold at that price.

If the price of uranium inci‘eases_ substantially above the current price ‘or if substantial additional

- reserves of uranium prove to be recoverable through the in situ leaching process- described below,

Silver Bell’s interest in the Sweetwater Project would tend to increase in value. Conversely, a decline
in uranium prices, material delays in the permitting process and in the production schedule or tax or
cost increases would tend to decrease the value of Silver Bell’s interest. For example, Minerals’ assess-
ment of the economic viability of the Sweetwater Project was made before the federal Nuclear Regulatory
Commission (“NRC”) required that tailing produced by mining operations be buried. While detailed
plans for burial are not yet complete, such a requirement will impose substantial additional costs for
tailing disposal. Recent delays in obtaining a Permit to Mine indicate that commcrmal production
could start no earlier than early 1980. See “Environmental Matters”,

Minerals has advanced all funds expended for development of the Sweetwater Project to date.
If the Silver Bell Acquisition is not completed, Minerals anticipates that funds will continue to be
advanced. Minerals will recover such advances, plus 10% interest on the unpaid balance of such
advances, from 90% of Silver Bell’s 35% share of production only if production commences. See “The
Operating Agreement”. Based upon current estimates made by Minerals, Minerals may not obtain
full repayment of advances before late 1984, assuming that commercial production commences in 1980.

Environmental Matters:

Prior to commencement of 6perat_ions at the Sweetwater Mine and Mill, Minerals must obtain a
Permit to Mine from the Wyoming Department of Environmental Quality (“DEQ”) to assure that

‘mining operations conform to a state approved reclamation plan in accordance with the Wyoming

Environmental Quality Act, and a Source Material License from the NRC to possess, use, transfer and
deliver source material for uranium milling or. other activity which will significantly affect the quality of

the environment. The other major permits required for the Sweetwater Project ‘have been issued.
Regular review, monitoring and inspections will be required for operations under both the Permit to’

Mine and the Source Material License. The DEQ will 'rcquirc a reclamation performance bond of

over $10,000,000 on the Sweetwater Project for the first year of operation. On May 1, 1978, a year
and a half after Minerals® initial filing of the Application for-a Permit to Mine with the DEQ, the-

o -Wyoming Outdoor Council, a private group, ob]cctcd to the issuance. of the Pcrmxt to Mine for alleged

CHEV 005248

failure to complete the Apphcatmn and to comply” with ‘the Wyommg Environmental Quality - Act.
Wyoming law requires an evidentiary hearing before the Wyoming Environmental Quality Council

(“EQC”) for all contested applications. On May 10, 1978 (after the hearing process had commenced)
the NRC ordered a change in the méthod of tailing disposal; all disposal pits were required to be below
ground. On July 12, 1978 the EQC reviewed the disposal plan and ruled that the modification was a
- 48
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“significant change“ ‘The EQC dismissed Mmerals _Application. Mmerals has submitted thc tailing

_dlsposal modification to DEQ. As soon as the modification is reviewed, the entire application will be
_ republished and reviewed in an evidentiary hearing. Minerals and Silver Bell anticipate that the hearing

will be held in late October, 1978. Minerals and Silver Bell are also comsidering a concurrent appeal
of the EQC decision to the courts. If Minerals and Silver Bell do not obtain a Permit to Mine from
the DEQ, the denial will be appealed. The Sweetwater Project will be terminated if all appeals fail.
Silver Bell will not be obligated to repay outstanding advances of apprommately $12,000,000 to Minerals
if the Project is terminated.

Application to the NRC was made for a Source Material License in 1976 and a Draft Environ- -

o mental Statement (NUREG-0403) was issued by the NRC in December 1977. On May 10, 1978,

Minerals agreed to ultimately bury all tailing and heap leach residues in pits below ground level to
satisfy NRC requirements for long-term stabilization of tailing. Minerals has been informed by the NRC
that the NRC is satisfied with its Application for a Source Material License. The NRC has indicated
that it will either issue the License subject to state issuance of the Permit to Mine or will furnish
Minerals with a letter stating that the License will be issued as ‘soon as the state issues the Permit

~ to Mine.

Other Joint Venture Properties:

The joint venture properties in Sweetwater County have not ‘been completely explored. Current

‘exploration drilling indicates substantial additional mineralization exists throughout the area, but the

degree to which any of these mineralized areas will contam commercially mmeable deposits cannot

be determined at this time.

In Situ Leaching Potential:

In the summer of 1975, Minerals and Silver Bell initiated tests of a process for leaching uranium
from the. joint venture properties in Sweetwater County by injéecting chémical solutions into holes drilled
into the formation. The injected fluids flow back from other holes and dissolved uranium is subse-
quently recovered in ion exchange columns. Extensive plugging of the formation, probably from

products of corrosion and/or swelling of clays, terminated the initial “in situ leaching” test with recovery

of less than 500 pounds of U,Os in the form of a precipitated slurry. New tests were started in August

1976, injecting chemical solutions into two patterns of four holes each spaced 50 feet apart with a single

producing hole in the center of each pattern. Three additional holes on 50-foot centers were completed
on one pattern in June 1977. The combined production from both patterns fluctuated from five to 28
pounds per day from August 1976 through March 1978, during which time some of the injection holes
were changed to production, and several combinations of oxidants and leaching fluids were tested.

Cumulatwe producuon through March 1978 was less than 8,000 pounds of U,0;.

On March 28, 1978, all holes were put on production in an attempt to demonstrate that all of the
injected chemicals could be recovered from the formation fluids to meet -regulatory agencies’ require=

ments for restoration of the quality of the ground water. By May 1978, although the concentration of
injected chemicals. appeared to- be substantlall}' reduced, uranium. productlon continued to be approxi-

mately ten pounds of'U;0;s per day. The demonstrated ability to recover chemicals m]ectcd ‘into the

- formations and to restore ground water quahty is reqmred befnre penmts to conduct more extenswe "
in smz leachmg twts w111 be 1ssued ; v s & o . -.

Mmerals deems the test results to be suﬂimently favorable to propose a larger test whxch is designed

.' :",to determine if in situ uranium leachmg in commercially feasible for uranium deposits that are not suitable

for open-pit operations. ‘There are-numerous occurrences of such. uranium deposits on'.the Project

. .property that, in the opinion of Minerals and Silver Bell, may yield significant commercial values if in L
- situ leaching proves successful “The-uncertainty of technical feasibility, pamcularly the ability to restore

- - ground waters and the economics of a commiercial-scale plant, preclude estimates of the value of in situ

CHEV 005249
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The Operating Agmemnt:

- Minerals and Silver Bell (as successor in interest to certain other corporations) are parties to an
Operating Agreement dated May 9, 1969 (the “Operating Agreement”), relating to the exploration for,
and development and production of, uranium and other ores from certain mining claims and leases
located in Sweetwater, Fremont and Natrona Counties, Wyoming (the “Lands”). The Sweetwater
Project is subject to the Operatmg Agreement Certain provisions of the Operating Agreement are
summarized below. o '

Pursuant to the Operating Agreement, Silver Bell’s share of the costs of construction of mining and
milling facilities and any burdens and taxes accruing on the ores produced from the property have been
advanced by Minerals and are expected to be recouped from 90% of Silver Bell’s share of production
from the Lands or the proceeds therefrom in the event that the Acquisition is not completed. Interest
accrues on unpaid advances at the rate of 10% per annum. The amount of such advances, plus interest,
presently outstanding is approximately $12 million. If the Silver Bell Acquisition is completed, Minerals
will acquire the assets subject to the outstanding advances. Silver Bell is not obligated to repay advances
lf production does not commence. _

As Operator under the Operatmg Agreement Mmerals exercises excluswc control and supervision
of the real and personal property which is subject to the Operating Agreement. Silver Bell has certain
approval rights relating to work programs and annual budgets proposed by Minerals.

A majority of the members of a Technical Committee comprised of three representatives of Minerals
and two representatives of Silver Bell has the right to approve exploration and development plans and
certain other matters relating to the joint operation of the properties.

Silver Bell has the right of access to the properties, together with the right to inspect all drilling
data, samples, cores, logs and all other data pertaining to the properties obtained by Minerals while
conducting the Project. _ -

In the event that any party acquires or proposes to acquire additional lands or mineral rights
located in lands located within five miles of the Lands (the “Area of Interest”) for purposes related to
exploration or mining activities, the non-acquiring party has the right to participate in the ownership of
such properties in proportion to its interest in the Project at the time of the acquisition of said property.

Minerals recently considered the acquisition of an interest in certain unpatented uranium mining
claims adjoining the Lands and within the Area of Interest. Negotiations were suspended pending
reconsideration: of the effect of the Wyoming DEQ’s denial of Application for a Permit to Mine. See:
“Environmental Matters”. If Silver Bell is not acquired by Minerals and purchase negotiations are
reinstated, Silver Bell will have the n’ght to participate in the purchase price and the ownership of, and
any production from, this property in accordance wnth the terms of the- Opcrahng Agrcemem and wﬂl
retain its prcsem royalty mterest therein.

A party's entire undivided interest in the Lands may be _assigned;_ provided that the other‘party' has
a right of first refusal to purchase the interest of the withdrawing party. No such preferential right to
acquire additional lands or mineral rights arises in the event of disposition of a party’s entire interest
by merger, reorganization, consolidation or sale of all of its assets. Properties may also be with-
drawn from the Project under certain conditions, subject to the rights of parties to retain their interests .

~in.the w:thdrawa properties. Parties may withdraw from the Operating Agreement upon temunatxon of

thelr interest in the Lands, including interests in the Sweetwater Project.

The term of the Operating Agreement extends during the term of any mining claim or lease which
is sub}ect to the Operating Agreement or for as long as minerals can be mined commercially from any
of the claims included under the Operating Agreement, whichever is longer.
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'Oth'ér Properties: _ |
" Silver Bell has no knnwledge of any commermal!y ‘mineable’ depoa:ts on any of its properties,
'other than the Sweetwater Project.

_ Followmg 1S a brief: descnpuon of the mineral property interests held by Silver Bell as of June 30
1978, divided into eleven groups in three states.

WYOMING:

1. CLAIMS IN MINERALS EXPLORATION COMPANY JOINT VENTURE (SEE “THE
SWEETWATER PROJECT” ABOVE). :

2. CLAIMS WHICH ARE THE SUBJECT OF TRANSACTIONS WITH JOHN S. WOLD.

f 3. CLAIMS SUBIJECT TO A LEASE AGREEMENT WITH UNION CARBIDE CORPO-
: RATION.

4. AGREEMENT BY KERR-McGEE CORPORATION TO ACQUIRE CLAIMS.
5. OVERRIDING ROYALTY ACQUIRED FROM DEAN L. ZOBEL.

COLORADO: , - |
1. CLAIMS SUBJECT TO A PURCHASE AND SELL AGREEMENT ASSIGNED TO
PIONEER - URAVAN, INC,

2. MINING DEED TO C. W. BUNKER PLACED IN ESCROW BY SILVER BELL ON
CLAIMS LOCATED IN MONTROSE COUNTY, COLORADO.

3. MARSHALL PASS UNPATENTED MINING CLAIMS, SAGUACHE COUNTY, COLO-
. RADO, DEEDED TO HOMESTAKE MINING COMPANY. _

4. (a) SAN MIGUEL COUNTY, COLORADO, PROPERTIES, AND (b) CLAIMS AND
LEASES. WHICH ARE BEING ACQUIRED FROM F. W. BAUMGARTNER.

5. THE AGREEMENT OF SILVER BELL TO ACQUIRE ALL THE ASSETS OF THE
'MANCOS CORPORATION IN EXCHANGE FOR STOCK OF SILVER BELL AND
RECENT EVENTS CONCERNING THAT AGREEMENT.

UTAH:

1. LEASE ON FEE LAND FROM W. T. KNUCKLES ASSIGNED BY SILVER BELL TO
UNION CARBIDE CORPORATION.

A descnptlon of each of the above propemes in greater detall follows
WYOMING PROPERT]ES (excluding the Sweetwater Prolect) _
_ CLAIMS W'HICH ARE THE SUBJECT OF TRANSACTIONS WITH JOHN S. WOLD

- No of
o Unpatemed ' Locallonnf B T T e .
. Mining Clalms . -Claims . " Claim: . Approximate .
(More orLess) (County’ andState) ST Group - Acreage e __Inter_ecte
1. 27 . Sweetwater,Wyo.  JOY_ . 540 ' 4% |
445  Sweetwater, Wyo. ~  KAY. 8900 ye]]ow cake royalty
el 2 613° " Sweetwater and MD T ” © 10,530 - 4Ye i
' W T P : - Fremont, Wyo. '+ toRed = - - - yellowcake roya]tyl '
sl
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Unpatented - Locatiomof - -

Mining Claims ~ *  Claims " Claim  Approximate
(More or Less) (County and State) Group Acreape _ Interest
3. 169  Carbon, Wyo. . AB | 3,380 3% %
| o B yellow cake royalty .
- 195 Natrona, Wyo. - Pork Chop . 4,340 34 % o
: " ¥ : _ - yellow cake royalty -
86 Carbon, Wyo. - Oro to PatS 1,720 315 % _
' _ . - yellow cake royalty
4. 102 Sweetwater, Wyo. SUL | 2,040 415 %
- yellow cake royalty-
146 Sweetwater, Wyo. LEE - . 2,920 44 %
: ' - yellow cake royalty

. On August 28, 1975, Silver Bell entered into an Agreement for Mining Deed (with Mining Deed
" attached and delivered therewith) with John S. Wold of Casper, Wyoming, -under which it sold all

of its right, title, and interest in the JOY and the KAY claims sub]cct to the reserved yellow cake
royalty. The $30,000 consideration has-been paid.

. Again on August 28, 1975, Silver Bell entered into a sccond Agreement for Mining Deed (with

-a Mining Deed attached and delivered therewith) with John S. Wold under which it sold all of its
right, title, and interest in claims described after 2-above subject to the reserved yellow cake royalty
The $20,000 cons:dcratmn has been paid.

. On November 1, 1975, Silver Bell gave a .Specia‘l Warranty Mining Deed to John S. Wold conveying

to him the claims described after 3.above subject to the reserved yellow cake royalty. The annual
advance royalties of $100,000 were paid on or before November 1, 1976, and 1977, respectively.
Under terms set forth in the deed, the annual advance royalty is reduced to $75,000 in 1978 and
is to remain at that figure until the grantee Shaﬂ produce uranium commercially from the claims.

. On September 1, 1977, Silver Bell gave a Mmmg Deed to John S. Wold, conveying to him the 248

claims dcscnbcd after 4 above.

CLAIMS SUBJECT TO A LEASE AGREEMENT WITH UNION CARBIDE CORPORATION

. No. of : ' '
; Unpgtented Location of '
“Mining Claims . Claims ' _ L . Claim ~ Approximate i
(More or Less) | (County and State) Group -Acreage - Interest
- 80 5, :Sweé't'\%*at_ép',ﬁWyo'._ .3 e ".Ta:b s o 7t THH00 ) 0 o e
4 - ' Sweetwater, Wyo. - -~ DW . 0 80 ';nﬁﬁg?vaﬁcﬁg alty.
4 Sweetwater Wyo.'. : - EQ : 80. o

" Union Carbldc ‘olds on]y the above described 88 claims undcr a Lease Agreemcnt dated May 16 N
- 1972. The léssee makes minimum annual royalty payments described in the lease. These payments" - .
‘are currcnt Royalty on crude ore is to be 10% less. penames taxes, . handhng, and- transportanon_ e I

.""costs In the event the lessee produces uranium compounds for sa.le, the royalty lS to ‘be based. on a:
table in the agreement.

CHEV 005252

- 92

| UNOISB 2261




CHEV 005253

AGREEMENT BY KERR-McGEE CORPORATION TO ACQUIRE CLAIMS |

No, of .
Unpatented Location of . )
Mining Claims Claims Claim Approximate '
(More or Less) (County and State) Group Acreage Interest
52 (50%) Sweetwater, Wyo. RC_)SS 1,400 8% raw ore royalty
16 (50%) Sweetwater, Wyo. ROX " 320 4% to 5% processed

ore royalty

On July 6, 1973, Kerr-McGee Corporatlon (“Kerr-McGee”) entered into an agreement with Silver

Bell and persons from whom Silver Bell was acquiring claims to purchase their 50% interest in 1,394
- claims in Fremont and Sweetwater Counties, Wyoming. Part of the claims were transferred to Amax

Uranium Corporation by Kerr-McGee on April 1, 1974, on which date Kerr-McGee informed Silver
Bell that the only claims it would retain under the agreement were the ROSS and the ROX claims. Amax

surrendered the other claims deeded to it to Silver Bell on July 18, 1974.

OVERRIDING ROYALTY ACQUIRED FROM DEAN L. ZOBEL

- No. of
" Unpatented Location of :
Mining Claims : Claims Claim Approximaic w
(More or Less) *  (County and State). Group - Acreage - Interest
15 . Sweetwater and LEE 1,500 5% ORR .

Fremont, Wyo.

“Silver Bell acquired the above described overriding royalty interest through an Option and Purchase
Contract with Mr. and Mrs. Dean L. Zobel, dated April 26, 1972, which required Silver Bell to make
an aggregate payment of $32,500, commencmg with the down payment of $2,000 and continuing with

‘payments of $1 ,000 per month thereafter until paid. The purchase price has been paid.

At the time. of the acquisition of the overriding royalty intcrcsi the pfopcrty was owned by Nuclear

- Exploration and Development Company The working interest is now owned by Pacific Power and

Light Company.

Colorado Properties:

CLAIMS SUBJECT TO A PURCHASE AND SELL AGREEMENT
ASSIGNED TO PIONEER URAVAN, INC.

 No. of
Unp:te(;lted . Location of .
Mining Claims Claims Claim Approximate
*(More or Less) . (County and State) Group - Acreage Interest
235 San Miguel, Colo. ~ Bull & Hamm 4,700
£ . 5 S o Canyon Group ' _
42 - M_ont:!'o'se, .quo. o | Club : 10% royalty until
Basin : el e’ s 5
Gl $l.-. mx.ll_ion.e_nd ;
Max price is paid
Eagle o~ . . ‘
Urava'n ST 900 -/

.. The aboye clalms are subject. to a Purchase and Sell Agreement entered into on March 31, 1973

by Sllver Bell with John I. Schuimacher, dba Strategic Minérals Exploration Co. (“Strateglc "). The agree- - |
‘ment was later assigned ‘to.Pioneer Uravan, Inc. (¢ ‘Pioneer”), a wholly-owned subSIdlary of Ploneer
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Corporation. . Strategic pmd $15, 000 in cash and agreed to pay $1,000,000 from royaltles of 8% of
net receipts from March 31, 1973, to March 31, 1974, and thereafter 10%. The total purchase price
is to be reduced by $4,000 for each claim surrendered, or as to which title is later found to be inadequate,
down to but not below $500,000. The assignee is paying all taxes and is filing Affidavits of Labor.
After March 31, 1976, it became obligated to perform 1,000 man hours of work per month during

- periods when ores can be marketed from- the claims at a profit. The properties are being mined by

Pioneer and royalties are being received by Silver Bell.

MINING DEED TO C. W. BUNKER PLACED IN ESCROW BY SILVER BELL
ON CLAIMS LOCATED IN MONTROSE COUNTY, COLORADO

No. of

Unp:te:led Location of ' _
Mining Claims Claims Claim Approximate ;

(More or Less) (County and State) Group Acreage Interest

37 Montrose, Colo. Cantankerous - 740 . 4% %
' - ‘Lion Creek to : . 7% % untilthe
Soldier Boy : $235,000 end price

' is paid

In March, 1973, Silver Bell executed and placed in escrow a Mining Deed to C. W. Bunker:

~ (“Bunker”) on the above described claims in Montrose County, Colorado.

Royaltles on gross proceeds fmm all claims, except seven, are 7%2% and on the. seven claims are
41,&% until aggregate royalty payments reach $235,000, at which time the Escrow Agent is to deliver
the Mining Deed to Bunker. Bunker pays-all taxes on the property, does all required assessment work,
and files necessary Affidavits of Labor thereon. Within each 90-day period, at least 60-man ‘shifts must
be worked or the cost equivalent must be spent on the property.

The accumulated total of all royalty payments tp February 7, 1978, is $34,228.29. -

- ’ -\“

| MARSHALL PASS UNPATENTED MINING CLAIMS, .-
SAGUACHE COUNTY, COLORADO, DEEDED TO HOMESTAKE MINING COMPANY

No.of
Unp:tented . Location of € _ ‘ ' _ _
Mining Claims Claims Claim Approximate :
(More or Less) (County snd-Stat_e) : Grnnp Acreage Interest
97 Saguache,Colo. ~  Sarge 1940  O%%or
- ' ' _ . 'Snowshoe o N  scheduled roya]ty
.~ Maybelle . ' : '
- Blitz
. F & F

Sllvcr Bell gave a Deed to Homestake Mining Company on Octobcr 15; 1975 lever Bell has a
. 9% % Mine Value per dry’ ton royalty, 7% % .of which is shifted to a Schedule in the event of processing -
by Homestake. Silver Bell has no interest in the property at this tlmc other than’ tha royalty mterests
descnbcd in the tabulation.
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SAN MlGUEL COUNTY PROPERTIES
(Excludmg F.:W.-Baumgartner Properties which are separately cxplamed Iater)

No. of Mining Claims
(More or Less) _ s a
Unpatented Claim Group Approximate Acreage '
1. 42 Butterfly Group 305
2 28 Monarch Group - 293
3. 11 - Clagget Group 110
4. 9 Carbonero Group 80
5. '3 Tip Top 5, 6, 9 62
6. 29 Silver Bell Group 307
7. 7 Noyes Group 131
8. 29 Risser Group *
Total 158 Claims 1,288 acres

* The 29 claims in the Risser Group overlie the Ruth Group of claims described below. Accordingly,

no additional acreage accrues to Silver Bell as a result of owning this group of claims.

Patented .

1. 3 Monarch 20.210

2. 14 Carribeau 115.657

3. 4154 ¢ - Oberto _ -40.779

4. 4 ~ Silver Mountain 35.185

5, 10 Carbonero 110.795
6. 6% Pickett - 49.592
- Ya .+ Davis 2314
Total - 41 full claims o §

. 3 partial claims 374.532 acres

The above claims are not subject to lease or 'purchasc agreements with others.

CLAIMS AND LEASES IN SAN MIGUEL COUNTY, COLORADO -

'WHICH ARE BEING ACQUIRED FROM F. W. BAUMGARTNER

No. of Mimug Claims
(More or Less) :

Unpatented

: 9,3 _
Patented’
- % '(uI:ldivi'd:ed')_

Clait_n Group

- Ruth:
. Ophir~
o _BIackJa.ck
o _fArrow Hcad

M.S. #16,473 New Dominion

M 8. # 16, 654 Atttca

“M.S. #16,421 Marie Antomette s

M.S. #12,716 Star Light
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Approximate Acneage :

149792
96031
10348
93.35

10331
2314

110.330 ¢
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. The described claims and others described below were the subject of a Purchase Agreement between
Silver Bell and F. W. Baumgartoer dated May 30, 1970, which together with attached Mining Deeds
With Special Warranty and Assignments of Mining Lease is in escrow pursuant to an Escrow Agreement
which provides for delivery of the deeds and assignments to Silver Bell on completion of payments. The
purchase price agreed upon was $200,000, payable $10,000 per year through November 30, 1975,
and $20,000 per year thereafter. Payments are current through November 30, 1977, leaving 2 remaining
balance of $100,000.

The Pollman and the Belisle Mining Leases are part of the above transaction. Silver Bell assumed
the obligation of F. W. Baumgartner to pay Mr. Belisle $200 per month, which has been paid through
November, 1978, and to pay Mr. Pollman $100 a month, which has been paid through November, 1978.

-The balance of future option payments due under these leases as of November 30, 1978, was $75,100.

THE AGREEMENT OF SILVER BELL TO ACQUIRE ALL OF THE ASSETS OF
THE MANCOS CORPORATION IN EXCHANGE FOR STOCK OF SILVER BELL
' AND. RECENT EVENTS CONCERNING THAT AGREEMENT

Silver Bell entered into an Interim Agreement with The Mancos Corporation (“Mancos™), dated
September 6, 1973, to acquire all the assets of Mancos in exchange for stock of Silver Bell. On June 19,
11978, Silver Bell and Mancos entered into a Conditional Release of their obligations to each other under
‘the Interim Agreement, which release ‘is conditioned on the acquisition of the assets of Mancos by
Minerals in exchange for 6,905 shares of Union Common Stock undcr and pursuant to an agreement
‘between them. : '

_ The property of Mancos consists of 12 patented clalms, which contain approximately 240 acres,
and 35 unpatented claims, which contain approximately 700 acres, and 2 unpatented mill sites, which -
contain approximately 6 acres, together with 4 buildings and attached and unattached mill equipment.
A lease on 6 patented placer clalms is also owned by Mancos. All of the property is located in Montezuma
County, Colorado. There are no known commercially mineable ore bodies on any of the properties.
Silver Bell has no information on the propertles :

_ The consummation of the Umon—Mmerals Silver Bell agreement is a coudltlon precedent to the
consummation of the Union-Minerals-Mancos agreement. If the other agreement cannot be consum-
mated, the Interim Agreement with Silver Bell will be remstated

UTAH PROPERTIES .
Lease on Fee Land from W T.:'Knuckles Assigned by Silver Bell To Union Carbide Corporation.

Yoo L8 B ; Location . . _Typeof  Approximate o
Lease - : (County and State) . Interest - . Acreage ~Interest
W.T.Kouckles ~ .  San Juan, Utah Fee 920 3%

On October 5, 1971 Silver Bell ass,tgned transferred and conveyed to Union Carbldc Corporanon a
lease which it acquired. on April 7, 1966, from W. T. Knuckles. Under the lease, Union Carbide
Corporation has assumed the - obligation of paying the minimum royalty of $1,000 a month to. Mr.

. Knuckles and, in addition, paid a minimum royalty of $500 a month to Silver Bell to December 31, 1974. -

Asadditional consideration for the ‘assignment, Union'Carbidé Corporatlon agreed to pay to Silver Bell .. ... o g g B

an overriding royalty of 3% on all minerals produced and sold from the property to Decembcr 31, 1979
at which time the royalty is to advance to 5%.
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- | MANAGEMENT AND CONTROL OF SILVER BELL
Officers and Directors '

_ Information concerning Silver Bell’s officers and directors, their prmclpal occupations, periods of
~ service, and shareholdings follows:

Shares of
Silver Bell
. : Owned
Name and Other Present Principal Qccupation Period of Beneficially
Positions With and Occupation During Service as ~on
Silver Bell Past Five Years " a Director 9/30/1978%
John W. Metzger For more than 5 years he has been 10/30/1969 12,000
Age: 63 engaged in the practice of law in to date
-. Denver, Colorado.
Eugene J. Nord For more than 5 years he has been 10/30/1969 61,757
Vice President engaged in the real estate and ' to date
Age: 76 insurance business in M1lwaukee,
- o Wisconsin.
Eugene H. Sanders From 1966 through October 30, 1969, 10/30/1969 515,766
-President and Treasurer he was President of Silver Bell Mines " to ‘date
“Age: 71 ' Co.; from October 30, 1969, to ?
February 15, 1972, he was President,
Treasurer, and a director; from
February 15, 1972, he was Chairman
of the Board, Chief Executive Officer,
Treasurer, and a director; and from
February 11, 1977, he has been
President, Treasurer, and a director.
William K. Somerville - For the past § years he has been 9/10/1976 - 65,630
Executive Vice President -employed by the State of Colorado to date
and Secretary " as a Senior Electrical Engineer. For oot
Age: 60 the first 3 years he was with the
Department of Public Works and for
the last two years he has been with
the Department of Planning and Budget.
Leland A. Whiles For more than 5 years until March 1, 10/30/1969 12,822
: 1975, he was employed as a real estate to date

‘Age: 65

salesman by Anthony Sweetman,
Realtor, Inc., Denver, Colorado. Since

‘March I 1975 he has been employed

by D:ckmsen Realty, Aurora,
Colorado.

*Includes. all shares owned beneﬁcmlly by famlly corporatIons, wwes and other relatwes havmg the',
. same. home as dlrectors . ; A

Ne famlly relatlonshlp exists between dlrectors

None of the dlrectors have b en the subjcct of any secunttes mjunctlve or cnmmal case or -of

t any admmlstratwe dec1310n mvolvmg securlttes law vmlanons

Remunemtmn

= The Board of Dsrectors of Sllver Bell took actlon in December ot' 1976 to authorme a

b saiary of $30,000" for ‘Mr. Stephcn L.R: Mchchols (an-officer and & director -at ‘that time) for the "~
- period from April 1,-1976, to March 31,-1977, and a bonus. of $150,000 to Mr. Sanders, $75,000 of .
-_whlch was. apphcd to the perlod from April 1 to December 31, 1976, and the remaining $75,000 was |
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_date were as follows:

to be applied to the calendar year 1977, of which $18,750 was to be apportioned to the first quarter
and the balance to the remaining three quarters of the year. Under and pursuant to that action of the
Board of Directors, Mr. Sanders received the balance of $56,250 for the first three quarters of the fiscal
year which commenced on April 1, '1977. On March 16, 1978, Mr. Sanders was voted a salary of
$50,000 to cover the period from Janua:.'},,r 1, 1978, to July 1, 1978. That amount has been paid. Of
this amount, $21,400 has been charged to expense in fiscal 1978 for the period January 1, 1978, to
Maich 31, 1978, and the remainder of $28,600 has been reported as prepaid officer’s bonus on the
March 31, 1978 balance sheet. Additionally, Silver Bell paid the remaining $25,000 of the salary
voted to Mr. McNichols during the last quarter of the April 1, 1977, to March 31, 1978 fiscal year.
Except for directors’ fees paid to four directors, totaling $4,100, the described amounts constitute
the total payments to officers and directors as a group during the fiscal year ended March 31, 1978.

Stock options were extended from a termination date of September 30, 1977, to March 15, 1978,

‘in consideration of the receipt of $25,000 from three persons; including Eugene H. Sanders, with the

understanding that if the remaining options which were extended were not exercised by March 15,
1978, the payments made by the three persons would be retained by Silver Bell as and for consideration
for the extension of the options but in the event that the remaining options were exercised in full -on
or before the March 15, 1978, expiration date the consideration would be recognized by Silver Bell
as a portion of the consideration for the exercise of the options. All options were exercised by the ex-
piration date.  Mr. Sanders’ portion of the consideration paid for extension of the options was $5,000.
On March 10, 1978, he exercised his option to acquire 19,500 shares, paying an additional $14,500
for a total of $1.00 per share. The stock of Silver Bell ranged from a low of $1.38 to a high of $2.13
bid and a low of $1.63 to a high of $2.38 asked in the over-the-counter market during the period
from April 1, 1977, to March 31, 1978. On the date Mr. Sanders exercised his option, the stock was

quoted at $2.13 bid, $2.38 asked.

Principal Stockholders

The only persons known to own of record and/or beneficially 5 % or more of Silver Bell’s out-
standing common stock as of July 31, 1978, and the ownership of all officers and directors as of that

Percent of

Name and Address Number of Shares ~ Class
Consolidated Oil & Gas, Inc. 850,342* 11.23
- Suite 1300, Lincoln Tower Building, 1860 meoln Street,

‘Denver, Colorado 80295 _ _
Eugene H. Sanders - : 515,766 . 6.8
158 Fillmore, Denver, Colorado 80206 o R

~ Ralph Schauss | : 516,214 ] 6.8
. 844 East 20th Street, Casper Wyommg 82601 ' _ 2o s R
. I.Oﬁicers and d1rectors as a group (S persons) T _ B b 667,975 8.82

' '._-f Certmn Tmnsacuons

. * _Consolidated Oil & Gas,. Inc. has 4 719 697 shares of its stock outstandmg, of Wthh an aggregate of

- 341,414 shares (7.2%) are owned by its officers and dlrcctors as a group No person owns as much
as 5% of the outstandmg stock. :

L]

: On June 30, 1976 ‘Silver Bell sold 24 5 "acres of uncultwated agncultural land in Adams County.'-_ i
_ Co]orado to Mr. Sanders for an aggregate consideration of $196,000, of which $100, 000. was paid
-down and the balance was evidenced by a Promissory Note secured by a Deed of Trust. The térms of

the transaction were no less favorable to Silver Bell than terms that could have been obtained from a
non-affiliate. As of March 16, 1978, $50,000 had been paid on the Promissory Note. The balance of
$46,000, plus accrued interest of $1,261.54, was paid on August 4, 1978.

5 e |
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BUSINESS AND PROPERTIES OF MANCOS
ln General: |

Mancos was organized under Colorado law on Aprll 22, 1970 as a result of the reorgamzatlon of
U.S. No-Joint Concrete Pipe Company, First National Qil and Minerals Corporatlon Red Arrow Gold
Corporation, and The Mancos Corporation. After receiving stock of Mancos in exchange for their
respective assets, the three selling corporations declared liquidating dividends and were dissolved.
Mancos has not engaged in active business at any time from the time of its incorporation to the
present time and, accordingly, has had no production from its properties, which consist of 12 patented

‘mining claims containing approximately 240 acres, 35 unpatented mining claims containing approxi- -

mately 700 acres, 2 unpatented mill sites containing approximately 4 acres, and 4 buildings and various
mill equipment. The mill, which was on the property of Red Arrow Gold Corporation at the time
of the corporate combination, is in considerable disrepair. There are no known commercially mineable
ore bodies on any of the propertles

Mancos has no-full time employees. Its offices are maintained at Rocky Ford, Colorado and its
telephone number is (303) 254-7464. '

Sllver Bell-Mancos Transaction:

‘Mancos and Silver Bell entered into an Interim Agrcemcnt on September 6, 1973 pursuant to
which Silver Bell agreed to acquire substantially all of Mancos’ assets in exchange for 125,000 Silver
Bell shares. Silver Bell, Union and Minerals subsequently agreed that Minerals would acquire sub-
stantially all of Silver Bell’s assets in exchange for 425,000 shares of Union Common Stock. At Silver
Bell’s request, Minerals subsequently agreed to acquire Mancos’ assets directly for 6,905 shares of

" Union Common Stock, the number of Union Common shares for which 125,000 Silver Bell shares

would have been exchanged had the Silver Bell-Mancos. transaction been completed. The number of-

shares for which Silver Bell’s assets are to be exchanged was reduced to 418,095. Union and Minerals

have no interest in acquiring Mancos’ assets but agreed to do so in order to discharge Silver Bell's
obligation under the Interim Agreement. :

——

Silver Bell and Mancos executed a Conditional Release on June 19, 1978 pursuant to which the
Interim Agreement between Silver Bell and Mancos was suspended. If the Union-Minerals-Silver Bell
transaction is not completed, the Interim Agreement between Silver Bell and Mancos will be rein-
stated. See THE SILVER BELL ACQUISITION — The Silver Bell-Mancos . Transactlon and THE
"MANCOS ACQUISITION — Board of Directors Recommendatlon T

Silver Bell issued a promissory note in the aggregate principal amount of $50,000 to Mancos on
September 6, 19?3,'which promissory note bears interest at 7% per annum and is unsecured. The
maturity date of the promissory note has been extended from May 31, 1978 to May 31, 1979. If the

) Union-Minerals-Silver Bell acquisition is completed, Minerals will assume this obligation. If both’

the Union-Minerals-Silver Bell and. UmomMmerals—Mancos acqmsmons are completed the prmmssory. ;
~note- will be. Cancelled o
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MANAGEMENT AND CONTROL OF MANCOS

Oﬁicers and Directors _
Information ' concerning Mancos’ officers and dlrcctors, their principal occupations, periods of

service, and shareholdings follows: Shares of
; _ Mancos
Name and Other Present Principal Occupation - Period of Owned Bene-
- ‘Positions With - - and Occupation During Past Service as * ficially on )
. - Mancos ’ Five Years , - " aDirector - July 31, 1978(1)
Earl J. Brubaker President of Mancos; - 1970 to 510,500

Age 56 founder and owner of Valco,, Inc., present
¢ - a supplier of concrete products
in Pueblo, Canon City, Rocky

Ford, and Lamar, Colorado.
Frank Jobe Secretary of Mancos; formerly 1970 to 10,000
Age 53 Vice President of Valco, Inc., , present

. for eleven years; presently |
consultant to Moreland Implement
‘Company, Rocky Ford, Colorado.

—_-Cl)-#dc_ B. Young . Vice President of Mancos. He has - 1971t _ 10,000
Age 69 been retired for more than the present ;
; : past five years

-(1) Includes all shares owned beneﬁclally by ‘wives and other relatives having the same home as the
- directors. ;

- No family relatmnsh:p exlsts between directors _ |

Remuneration:

_ The officers and directors of Mancos have received no remuneration in such capac:ltlcs or otherwxsc
during the past three years. :

E Prmclpal Stockholders : :
" The only persons known to own oE record and/or beneﬁma]]y 5% or more of Mancos’. outstanding
common stock as of July 15, 1978, and the ownershlp of all officers ‘and directors as of that date were

as fo]lows ‘Percent of
Name Number of Shares . Class
Earl J Brubaker : _ 510,500 28.92%
— Don H Pcaker Py o 147,564 - _ 8.36% ..
George W.. Gllmore Jr . " ,106',780_- . 6.04%
. Norma G. Donpell’ “ - ° 102,000 S 5T1%
" Oﬂicers and Dlrectors e s T em S WS =
as @ Group Fo, 530,500 -. 3005%

-Certam Transactmns. o

. Ba:l ¥ Brubaker xssued a l:u'ac:ml.'ssrc:orj,l note inthe pnuc:pal amount of 530 000 bcanug mterest at-
- ‘the .rate. of ‘7% per ‘annum in ‘Mancos’ favor shortly after the reorganization of Mancos, U.S. No- = *
~.Joint Concrete Pipe ‘Company, First National Oil and ‘Minerals - Corporation and Red Arrow Gold
- Corporation in 1970, The maturity date of the promissory note has been extended to November 29,
1978 but the.note will be' repaid prior to maturity, if necessary, in order to provide funds fo;r Mancos
to meet its cash needs in connection with the Mancos Acaquisition. - The terms of the transaction’ ‘were no
less favorable to Mancos than terms which it could have obtamcd from a non-affiliate.
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LEGAL OPINION

George C. Bond, qu V1ce President and General Counsel of Union, has rendered an opinion,
filed as an exhibit to the Registration Statement referred to below, with respect to the valid issuance
of the Union Common Stock to be issued pursuant to the Silver Bell and Mancos Acquisitions. Mr. Bond

owns beneficially 1,801 shares of Union Common Stock and directly holds options to purchase 1,612

shares of such stock.

EXPERTS

The financial statements of Union and subsidiaries as of December 31, 1977 and for the five

-years ended December 31, 1977 are included herein in reliance upon the report of Coopers & Lybrand,

independent certified public accountants, dated February 14, 1978, and upon the authority of that
firm as experts.

The financial statements of Silver Bell as of March 31, 1978 and for the three years ended
March 31, 1978 are included herein in reliance upon the report of Coopers & Lybrand, independent
public accountants, dated June 19, 1978, and upon the authority of that firm as experts.

Grimsley, White and Company have not expressed an opidion on the balance sheet of Mancos
as of December 31, 1977, 1976 and 1975 or on the related statements of operations, accumulated
deficit and changes in-financial position for the years then ended..

OTHER MATTERS
Neither the management of Silver Bell nor the management of Mancos knows of matters other
than those listed in the accompanying Notices of Meeting which might be brought before the respective
meetings. However, if any other matters not now known come before either meetmg, the persons

named in the accompanying proxies of Silver Bell and Mancos will vote such proxies in accordance
with their best judgment on such matters.

. MISCELLANEOUS

The information in this Joint Proxy Statement with respect to Union has been furnished by Union.
The information in this Joint Proxy Statement relating to Silver Bell and Mancos has been furnished

by Silver Bell and Mancos with the exception of the information included under the captions BUSINESS

AND PROPERTIES OF SILVER BELL — The Sweetwater Project, Other Joint Venture Properties,

In Situ Leaching Potential and The Operating Agreement which has been furnished by Minerals.

Management of Silver Bell and Mancos may use the services of their respective Directors, officers

‘and other employees to solicit proxies, personally or by telephone or telegraph. Arrangements will

be made with brokerage houses and other custodians, nominees and fiduciaries to forward solicitation

~ -material to the beneficial owners of the shares of Common: Stock held of record by such persons, and . '
Silver Bell and Mancos will relmburac them for reasonable out-of-pocket expenses mcurred by them_'-
'in so doing. - - : - :

REGlsmnoN STATEMENT AND OTHER AVAILABLE INFORMATION

Union has ﬁled with the Securities and Exchange Commlssmn Washmgton D.C., a Registration:

- Statement ‘under the Securities Act of 1933 with respect to the Union Common Stock to be distributed .
to stockholders ‘of Silver Bell and Mancos pursuant to the Silver Bell and Mancos. Acquisitions. The -
Registration Statemem consists of this Joint Proxy Statement and certain additional information speci- -

fied ‘by Rules and Regulanons of the Securities and Exchange . Commnss:on The latter mformatlon

may be obtained t'rom the Commission’s ofﬁce in Washmgton D.C.
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, No person is authorized to give any information or make -any representation not contained in
this Joint Proxy Statement in connection with the distribution of Union Common Stock pursuant to
the Silver Bell and Mancos Acqu1s1tmn and, if given or made, such information or representation must
not be relied upon as having been authorized by Union, Minerals, Silver Bell, or Mancos. The delivery
of this Joint Proxy Statement at any time does not imply that the mformatlon herein is correct as of
any time subsequent to the date hereof. This Joint Proxy Statement does not constitute an oﬁcr of
securities within any jurisdiction to any person to whom such offer would be unlawful.

Union and Silver Bell are subject to the mIomlatmn requirements of the Securmes Exchange Act
of 1934 and in accordance therewith file reports and other information with the Securities and Exchange
Commission. Information as of particular dates concerning Union’s and Silver Bell's directors and
officers, their remuneration, options granted to them, the principal holders of securities and any material
interest of such persons in certain transactions is disclosed in proxy statements distributed to stock-
holders and filed with the Commission. Such reports, proxy statements and other information filed with
the Commission can be inspected and copied at the public reference facilities maintained by the
Commission at Room 6101, 1100 “L” Street, N.W., Washington, D.C. Copies of such material can

. be obtainéd from the Pubhc Reference Section of the Commission at Washmgton D.C. 20549 at
prescribed rates. :

Reports, proxy statements and other information conoeming Union can also be inspected at
the offices of the New York Stock Exchange, 11 Wall Street, New York, New York 10005.
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- REFORT OF INDEPENDENT CERTIFIED PUBLIC ACCOUNTANTS

To the Board of Directors of
Union Oil Company of California

We- have examined the consolidated balance sheets of Union Oil Company of California and its
consolidated subsidiaries as of December 31, 1977 and the related statements of consolidated earnings,
consolidated surplus and changes in consolidated financial position for the five years then ended. Our
examinations were made in accordance with generally accepted auditing standards and, accordingly,

included such tests of the accounting rccords and such other auditing procedures as we considered

necessary in the ‘circumstances.

In our opinion, the financial statements referred to above present fairly the consolidated ﬁnancxal
position of Union Oil Company of California and its consolidated subsidiaries as of December 31, 1977,
and the results of their consolidated operations and changes in financial position for the five years then
ended, in conformity with generally accepted accounting principles applied on a consistent basis.

COOPERS & LYBRAND

Los Angeles, California

February 14, 1978
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'UNION OIL COMPANY OF CALIFORNIA AND CONSOLIDATED SUBSIDIARIES

CONSOLIDATED BALANCE SHEET
 Thousands of Doﬂirs

"ASSETS

June 30,
1978
(Unaudited) .

$ 1,535
166,876

856,392

189,031

156,127
29,583
20,535
27,252
29,050 .

1,476,381

81,161
26,885
51,671

43510
95,847

299,074
7,317

291,757

6,409,985
3,364,343

3,045,642 ‘
50,625

- December 31,
_ . 1977
. Current - Assets | h
Lo OO $ 15,865
‘Marketable securities (Note 9)........ e N e . 51,643
Accounts and notes receivable, less allowance for doubtful | ' ‘ '
receivables of $14,057 in 1977 and $13,319in 1978......_..... S 868,462
Inveuto_riés (Note 7) i T ¢
Cride Ol s i e s e eemmemanans enilonmmn - 165,005
Refimed. Produtls.. oo S umsss omsosisiasvasssg st 184,876
8112 T L S S RS, S S O reeiieee 36,786
Minerals............ocoooreeeeereeens S S— s ", LHS03 -
 Supplies, merchandise, €tC..._...........ooooooooooooooooeeoeeeeeeeee 32,832
mame Prepaid expenses.......o......ccocooooee... e A S R A ) 23,433 .
Total current assets......................... e  enasianananesh S snormentisersany 1,396,365
Investments and Long-Term Receivables .
Investment in affiliated companies............oooooooiiieiieeiee 106,750
Investment in nonconsolidated subsidiary.............. S eerenmemms . 26,188
Investment in securities (Note 9)._ ....... S S ________ ' '31,594-
Long-term receivables from affiliates and nonconsolidated o
SUBDSIAIALY . civsusscinnnnscsmmnimiiss T e aam e naen 48,956
Other long-term receivables..........ccommreoo i e, 1 118,417
- - . o 331,905
Less: Allowance for 10SSeS.. ... ..o o . 7,230
Total investments and long-term receivables.........................__... 324,675
Properties (Note 8) -
~ Property, plant and equipment. ... 6,209,795
Less: Accumulated dﬂpletion, depreciation and-other allowances..... 3,242,497 -
NCL. PrOPEIUEs. .. Locou nnsasniiunsssascasy s R 0T,298
Deferred Charges..........oooooovveeeee. eenenannnes S 36,178
Totnl nssels (Notes Faad ) oo vuammmmems e sisechs $4,724,516

See Notes to Consolidated Financial Statements.
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~Accrued -interest on long-term debt

UNION OIL COMPANY OF CALIFORNIA AND CONSOLIDATED SUBSIDIARIES

CONSOLIDATED BALANCE SHEET

Thousands of Dollars

LIABILITIES

- Current Liabilities

" Accounts payable.... 5
‘Short-term notes payable {Note 10}
Cash dividends payable.......................... Gonditavainikmnes I ey smngn,

Accrued payrolls

Gasoline and other excise and sales taxes..-............._._._.__.._.
Property, production, social secunty and sundry 51 (. SO
Federal and other taxes on income.. :
Current portion of long-term debt ............................. 1

Total current liabilities. ... oo

Long-Term Debt (Note 11).. i, e
Advances, etc. Related to Future Productlon
Other Deferred Credits. .o e ae e e,
Deferred Income Taxes................. OV A S e,
Minority Interests ... i

Total liabilities................ o TR S st s

SHAREOWNERS EQUITY

Preferred Shares, $2.50 cumulative convertible without par value,
_shares outstanding — 2,219,644 shares in 1977, none in 1978

L (o T ) oSO

- Common Shares, par value $85 per share,

authorized — 65,000,000 shares, outstanding — 42,298, 889 shares
in 1977, 43,940,066 shares in 1978 (Notes 17 and 18) ...

Surplus (see statement of consolidated surplus) .
Capital in excess of par or stated value of shares issued.................

Reintd SRR oo S nimiurinsoss s s s s s i ek
Total shareowners’ equity. ... ooooeoeeeeooo. e e
Total liabilities and shareowners’ equity. ...

See Notes to Consolidated Financial Statements.

: - June 30,
.. -December-31, ... 1978 i
1917 (Unaudited) .
.. .$ 606,578 $ 617,006
' 41,917 16,630
24,652 26,363
14,886 16,511 .
15,636 - 13,435
24,134 31,592
53,479 40,059
38,697 68,052
14,921 35,251
834,900 864,899
1,024,513 1,034,149
24,377 19,781
49,129 54,690
337,318 . 384,417
16,826 16,569
2,287,063 2,374,505
24,046 - —
352,503 366,150
193,940 189,575
1,866,964 1,934,175
2,437,453 2,489,900
$4,724516  $4,864,405
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UNION OIL COMPANY OF CALIFORNIA AND CONSOLIDATED SUBSIDIARIES

STATEMENT OF CONSOLIDATED SURPLUS

_I_h_ousands o_i Dollars . - ‘

" Six Month * ©

L Ended June 30, -
Year Ended December 31, o (Unaudited)
. 1973 1974 . 1975 1976 . 1977 1977 1978
. Restated Restated Restated Restated - Restated '
Capital in Excess nf Par or Stated Value Ta o ' o R '
of Shares Issued - Co _ . w . : : .
Balance at beginning of penod . & 175,920 § 176,185 S 175870 $ 176,808 % 182658 § 182,658 § 193,940
- Redemption of preferred shares........_.. A & e S # ' : ' : o (4,477)
Treasury shares acquired................. ' i - (563)
* Excess from shares sold under ' '
‘warrants, stock appreciation
rights and options; conversion of _ )
debL SECUTTIIER. .. coccommscsnssonmsansininisensas . 265 248 938 5,850 11,282 7,211 112
Balance at end of period................. : ... $ 176,185 $ 175870 § 176,808 $ 182,658 § 193940 $ 189,869 $ 189,575
Retained Eamings _ ' : o
Balance at beginning of period........... $ 954,369 §$1,064,571 $1,278,358 $1,433,127 $1,630,186 $1,630,186 $1,866,964
Net ea;nmgs........-.......-.-..........-......-..._. 182,081 295,429 237,271 285,784 334,239 157,646 ]65.94(-1
s T 1, 1'36,450 1,360,000 1,515,629 1,718,911 1,964,425 1,787,832 2,032,904
Less: : T '
Cash dividends declared ;
Preferred Shares..............foove..... . 24,909 20,616 17,962 10,482 6,026 3,249 :
Common Sharés.........c.ceeeeeeens.n.. 46,970 61,026 64,540 - 78,243 91,435 44,928 50,523
Total.......... R R 71,879 81,642 82,502 88,725 97,461 48,177 50,523
Premium on redemption of ' ' _
preferred shares............coceinece ; . 48,206 :
Balancc al end of penod ..................... $1,064,571 §$1,278,358 §$1,433,127 $1,630,186 $1,866,964 $1,739,655 §1,934,175
See Notes to Consolidated Financial Statements.
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UNION OIL COMPANY OF CALIFORNIA AND CONSOLIDATED SUBSI])lARIES

STATEMENT OF CHANGES IN CONSOLIDATED FINANCIAL POSITION

Source of funds

Net earnings..................

Add charges not requn‘mg nut[ay '
of working capital in the
current period:

Depletion and. depreciation.....

Amortization of non- .
productive acreage costs......

Provision for dry hole losses..

Deferred taxes...oumrmmmmieerananns '

Other...

Funds prowded from -
operations...

Increases in long-term debt
Book value of assets sold.........___.

. Use of funds

Capital expenditures........................
Decreases in long-term debt...........
Cash dividends declared..................

Investments and long-term
recetvables ...

Redemption of preferred shareés.....
Other..

Increase (dccrcasc) in workmg
capital...connumcasinaaisn

Increase (decrease) in working
capital
Increase (decrease) in current
assets

Cash and marketable
securities.........ccoeee. T

Accounts and notes

receivable . ..o.ooniicennne e

Inventories........o........ e, =om

Increase (decrease) in current
Liabtlities. ...comooee e e

Accounts payable and
accrued liabilities....

_Short-term notes payab!e ........
Current portion of long-term

Taxes payable........ccocevecreeennnnn
Total...

Net increase (decrease) in
workmg capltal ............. R S TR

Thousands of Dollars

Six Months
_ Ended June 30,
Year Ended December 31, , (Ui:laudiled)
. A1973. 0 197401975 & 1976 L - 1977

" Restated Restated Restated  Restated 1977 Restated 1973' " B

$182,081 §$295,429 $237,271 - § 285784 § 334,-_2_39- $157,646. $165,940

175,957 . 215267 234779 279,238 308,155 147,633 125,121

54,100 149,100 108,600 . 100,300 - 51,100 . - 37,000 24,600
53,000 89,700 78,100 104,700 96,600 55,700 51,500
18,867  (41,920) 18,065 15947 - 89,600 43,335 52,100
9,483 36,682 (3,282) - (3,082) 10,989 {1,842) 5,235
493,488 744,258 673,533 782,887 890,683 439,472 424,496
28,186 183,574 212,941 283,971 114,633 1,537 61,796
31,380 15,620 20,656 47,739 38,961. 12,879 72,334

$553,054 $943,452 $907,130 $1,114,597 $1,044,277 $453,888 $558,626

$398,249 §700,788 $700,976 $ 817,78h $ 812,877 3$404,166 $327,325

50,600 121,401 133,900 96,968 33,648 10,323 53,320
71,879 81,642 82,502 - 88,725 97461 . 48,177 50,523
10,440 - 12,655 38,558 37,394 21,218  (4,848)  (6,362)

: : - 63,184
2,426 (12,794) (32,535)  (17,297) 6,941 2,041 20,619
19,460 39,760 (16,271) 91,027 72,132 (5971) 50,017

$_553.054 $943,452 $907,130 $1,114,597 $1,044,277 $453,888 $558,626

$(34,226) $ 52,958 $(40,907) SI 89,990 $ (143,983) $(30,550) $100,903

145,953 141,899 36,197 44,815 80,284 23,191 (12,070)
. (665) 125,724 28,274 - 23,684 93,180 90,700 (14,434)
(912) 5,345 (229) 501 . 2,490 (1,169) 5,617
110,150 325,926 23,335 158,990 31,971 82,172 80,016

52,812 173,125 68,459 (36,168) 122,487 129,599 11,563

— — 58,133 55,751 (71,967) 10,882  (25,287)
10,605 8,818 (42,26-13 (4,640) 5,012 (4,154) 20,330
27,273 104,223 (44,725) 53,020 (895,693) (48,184) 23,393
90,690 286,166 39,606 67,963 (40,161) _ 88,143 29,999

$ 19460 $ 39,760 $(16,271) $ 91,627 $ 72;!32 $ (5971) § 50,017

See Notes to Consolidated Financial Stateme_nts.
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UNION OIL COMPANY OF CALIFORNIA AND CONSOLIDATED SUBSII_)IARIES

. NOTES TO CONSOLIDATED FINANCIAL STATEMENTS
(All data with respect to the six months ended June 30, 1977 and 19'78 are lmaudlted)

“ Note 1'— Accounting - Policies -

Principles of Consolidation : it ¥ E .
The consolidated financial statements include thc accounts of all subsidiary companies except
Union Qil Credit Corporation, .a wholly-owned subsxdnary engaged in ﬁnancmg eertam accounr.s

Irecewable, which is accounted for on the equity basis.

Investment in affiliates owned 50% or less, other than a foreign petrolcum company, are accounted
for by the equity method. Investments in such companies are stated at cost plus the Company’s equity

'in undistributed earnings after acquisition. Income taxes estimated to ‘be payable when und:stnbutedl.

earnings are distributed are included in deferred taxes.

. Inventories -

Inventories of crude oil and refined products are valued at cost under the last-in, first-out (LIFO)
method. Other inventorics are valued at cost using various methods.

- Amortization of Nonproductive Acreage Costs
Acquisition costs of exploratory acreage are capitalized. Full amortization of the nonproductive
portion of such-costs is provided over the shorter of the exploratory period or the lease holding period.
Costs of successful leases are transferred to productive properties and depleted. Geophysical costs are
capitalized and the portion applicable to acreage acquired is amortized in the same manner as the
acquisition cost. The portion not related to acreage acquired is fully amortized currently. Leasehold
rentals are charged to income as incurred.

Provision for Dry Hole Losses

The costs of drilling and equipping exploratory and development wells are capntahzed Dry holes are

fully provided for currently.

Depletion and Deprec:‘ation

Depletion and depreciation related to proved oil and gas properties are calculated at unit of -

production rates based upon estimated recoverable reserves.
Mineral development costs are capitalized and amortized on a unit of production basis.

Depreciation of other properties is generally on a straight-line basis using various rates based on

useful lives.

Maintenance and Repairs

Expenditures for maintenance and repairs are charged currently to earnings. In general replacements

and betterments are charged to the respective property accounts and such accounts.are relieved of the
cost of any property replaced.

Retirements and Disposals of Properties
Losses on retirement of facilities for which individual allowances are accumulated are charged to
current depreciation expense and on retirements of other properties to accumulated allowances Losses or
gains on sales of properties are mcluded in current €arnings.

Investment Tax Credit
The allowable investment tax credit is applied as a current reducnon of income tax expense.
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UNION OIL COMPANY OF CALIFORNIA AND CONSOLIDATED SUBSIDIARIES

"NOTES TO CDNSOLIDATED FINANCIAL STATEMENTS (Continued)
(All data with respect to the six months ended Jume 30, 1977 and 1978 are unaudited)

Note 2 — Merger witll Mnlycnrp, Inc..

On July 29, 1977 ‘the Company cxchanged 4,193,885 shares of its Common Stock for all of thc"'.‘ R
- -outstanding common  stock ‘of Maolycorp, Inc.; a company engaged primarily ‘in- mzmng, processmg ‘and
. marketing of molybdenum and.rare earths ' :

 The: merger was accounted for as a “poohng of interests” whereby all ﬁnam:lal data for penods

_ pnor to the. merger.. have been restated to combine. the operatzons of Union and Molycorp -and to
conform to the: accountmg policies -of Union.. Such conforming ad]ustments were not material to. the ok
,accounts of the combmed enterpnse :

-Note 3 ——-Busmess Segments

The Company is engaged principally in petroleum, chemical, and mineral operatlons Petroleum
operations involve the exploration, production, transportation and sale of crude oil, natural gas and

geothermal resources; and the manufacture, transportation and marketing. of petroleum products.

Chemical operations involve the manufacture, purchase and marketing of chemicals for industrial and

_ agricultural uses. Mineral opérations primarily involve the exploration, development, mining, processing

and marketing of molybdenum, columbium, rare earths and uranium. . Other operations include con-

* struction, paving and rock plant operations. (sold as of May 31, 1978); and real estate development and

sales. Financial data, by segment are set forth below.
Earnings Before

Revenues " Income Taxes Assets
December 31,
1975 1976 1977 1975 1976 1977 1977
. = ¥ Millions of Dollars
Petroleum operations.............. . $4,970.1 $5,258.5 $5,445.5 $441. 1 $575.2 $6SD 3 $3,760.0
Chemical operations................. 5150 531.2 568.9 116.5 82.4‘- 61.0 545.6
" Mineral operations.................. 64.1° 921 117.4 45 199 18.2 172.3
Other operations. .. .................. . 1069 110.6 142.9 7 (29) . 6.3 96.0
Research, Adminilstrative,_' . ' o - _
Interest, and Other . . 5y : '
Unpallocated....................... _ 12.1 - 95 4.7 (91.7) (106.8) (129.9) - 150.6
Intersegment Eliminations....... - (105.0). (130.1)  (180.2) ' o
Tl ' $5,563.2 $5871.8 $6,0992 $478.1 $567.8 $605.9 $4,724.5 .
' Depreciation, Depletion
Capital Expenditures and Amortization -
1975 1976 1977 1975 " 1976 1977
o . | Millions of Dollars | _
Petroleum operations.......... B $599.4 §$608.7 $615.7 $397.2 §$458.7 $429.8
Chemical operations. ... o smssmmmmmsesmnsan 77.0 173.9 140.1 6.6 . iy 7.7
Mineral Operations. ..o 16.7 . 8.6 326 133 135 124
" Other and Unallocated.....—..oovoooooooooooeee - 1.9 266 24.5 44 43 60
Total oo e $701.0 $817.8 $812.9 $421.5 $4842 $455.9
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UNION OIL COMPANY OF CALIFORNIA AND CONSOLIDATED SUBSIDIARIES

'NOTES TO CONSOLII)ATED FINANCIAL STATEMENTS (Contmued)
(All data wuh re5pect to the six mmtths ended June 30 1977 and. 19‘78 are. unandlted)

Note 3 — Busmess Segments (Conunued)

Intersegment revenue eliminations are mainly transfers frorn petroleum nperanons to chcmlcal
~ operations at pnces ‘which approximate market . :

- Mineral’ operations. mclude the Comp:sm}l S eqmt},r in earnings and investment in aﬁhates of
$4.3 million and $35.6 million in 1975, $10.5 million and $64.2 million in 1976 and $10.0 million
and $69 4. rmlhon m -1977. Such amounts for aﬂihates mcluded in other segments are not material.

Note -4.—Geog_raphic Areas of Operations

Earnings Before

Revenues - _ ~ Income Taxes - Assets
' : ‘December
1975 - 1976 . 1977 1975 1976 1977 31,1977
N . Millions of Dollars
United States.......ccmnscsmanies $4,506.5 $4,758.7 $4 998.2 $434.9 $5 14.5 $537.0 $3,789.4
—=Canada..coa s S T—— 129.2 151.8 89.2 32.6 -43.2 35.8 137.8
Other foreign.......ocooooo.._. 1,417.2 1,758.0 1,998.7 1023 116.9 163.0 646.7
Administrative, Unallocated, -
[ (o RO 12.1 9.5_ _ 4.7 (91.7) (106.8) (129.9) 150.6 .
- Intersegment Eliminations........ - (501.8) (806.2)  '(991.6) : |
Total....eeeeeeee. '$5,563.2 $5,871.8 $6,099.2 $478.1 $567.8 $605.9 $4,724.5

Iﬁtersegment revenue eliminations represent transfers (at prices which approximate market) froxﬁ_
geographic areas for 1975, 1976 and 1977 in millions of dollars as follows: United States $.2, $.2
and $1.8; Canada $27.9, $16.7 and $6.2 and other fUIelgn $473 7, 5789 3 and $983.6.

Revenues derived from foreign operations, net of intersegment ellmmatlons, for the years 1973,
1974, 1975, 1976 and 1977 in millions of dollars were as follows: $346.8, 931.4, $1,044.8, $1,103.8
and $1 098.1. :

Realized and unrealized gains/losses on foreign exchange, which are included in miscellaneous

income, are not significant in any of the periods reported with the exception of 1974 in which a $24. 5
million loss was incurred.
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UNION OIL COMPANY OF _CALIFORN]A AND CIONSOLIDATED SUBSIDIARIES

NOTES TO CONSOLIDATED FINANCIAL STATEMENTS (Continied)
(All data with resliect to the six months ended June 30,_191’?‘ and 1978 are unaudited)

Note 5 — Federal and Other Taxes on Income

The composition of Federal and other -taxes on income is as follows: y

" Year Ended Decem'berJi:," a June 30,
1973 1974 1975 1976 1977 1977 1978
, S ... Millions of Dollars : |
Federal - - - _ :
Current ...... oo S $323 $104.6 $ 91.2 .$160.6 $ 933 $ 56.6. $ 67.1
Investment tax credit........eooiueeeenes - (12.4)- (24.5) (21.2) (32.4) (48.8) (28.2) " (2075_)
" Deferred.......oooooeecieerecneiie. 165 (394) 177 141 740 371 433
- Total e 36.4 407 - 877 1423 1185 655 899
State - " - Co '
(671 (-1 1| AUy T 8.5 23.8 19.0 252 . 205 8.7 9.8
Deferred. .. .o 1.4 (63) 23 1.9 112 53 6.4
Total. oo 99 175 213 271 317 140 162
Foreign | '
Current...... . 35.9 1369 332 1148 1182 607  58.7
Deferred. . ..o e .8 6.7 (1.4) (2.2) 3.3 1.0 2.4
Totalo.ooooooo oo, 367 1436 - 1318 - 1126 1215 617  61.1

Total taxes on income..............——. $83.0 $201.8 $240.8 $282.0 $271.7 $141.2 $167.2

Deferred taxes on income resulted from the following timing differences between financial and
taxable income: ' '

. Accelerated depreciation for tax in

excess of book provision--_-____T--__-__.-__- $20.3 $ 145 $20.5 $209 $334 $20.2 © $2471

Deductions for tax in excess of (less

than) book provisions related to . _ o '
exploration and developmgut costs.... (.2) (39.6) (17.0) (16.4) 51.6 16.6 26.3

Other items................ e (1.4) (159) 148 11.5. 4.6 71 - 1.7
Total deferred taxes on income... $18.7 $(41.0) 3183 $16.0 $89.6 $439 §52.1

Reconciliation of the total provision for taxes on income to the current federal statutory rate is as
follows:

Taxes on book earnings computed o - _
AL A8 o e $127.2 $238.7 $229.5 $272.5 $290.9 $143.4 $159.9

Foreign taxes inexcessof 48%_........ — = 48.2 39.7 43.1 286 23.5 213
State taxes, net of U.S, tax effect........... 5.1 9.1 11.1 14.1 16.5 7.3 8.4
U.S. tax reduction for domestic -
depletion......._.... eeeeseeeecmessemsssnmseenan - (327) (56.8) (18.6) (14.2) (10.4) (52) (4.8)
U.S. investment tax credit................. e (12.4)  (245) (21.2) (32.4) (48.8) (28.2). (20.5)
All otheritems.... oo (4.2) - (12.9) 3 (1.1) (5.1 4 . 2.9
Total taxes on income................. $ 83.0 8$201.8 _5240.8 $282.0 $271.7 $141.2 $167.2
71
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UNION OIL COMPANY OF CALIF ORN[A AND CONSOLIDATED SUBSIDIARIES

- NOTES TO CONSOLIDATED FINANCIAL STATEMENT S (Contmued}
| , (All :lnta wuth resl:ect to 1he SIX mouths ended June 30, 1977 and 1978 are. unandited)
Note S—Federal and Other 'I'axes on Income (Conunued) o -- R w Tl
" No provision for U.S. taxes has been made related to the Company’s share of the undistributed
earnings - of : forelgn subsidiaries and affiliates which have been retained for reinvestment or which, if

_ dlstnbuted are not expected to result in additional U.S. tax. Such undistributed earmngs amounted to
> $156 1 mllhon as; of December 31, 1977 and $166 3. m11110n as of June 30, 1978 :

At December 31 1977 the Company had no unused mvestment tax credlt

- Note 6—Earmngs Per Share -

Earnings per Common Share assuming no d:lutmn are based on welghted average Common Shares _ 'I

outstanding during each period and earnings. after deducting preferred dividend requirements. Earnings
per Common Share assuming full dilution assumes the weighted average outstanding preferred shares,
- convertible. debentures and stock optlons were converted into Common Shares.

'Note 7—Inventones
Inventories of crude oil, refined products, chemicals, minerals and merchandlse used in the
.computation of cost of products sold and operating expenses, in millions of dollars, were:

Deg:emher 31, E June 30,
1972 1973 . 1974 . 1975 1976 1977 19”7 1978
$153.5 $153.1 $272.7 $299.6  $322.1 $408.5 $409.2 $399.6

Current cost of ‘inventories exceeded the LIFO inventory value mcluded above by 3286 5 mllllon
at December 31, 1977 and $272 5 million at June 30, 1978.

Note 8 —Properues .
Investment in properties, stated at cost, was as follows:

December 31, 1977 June 30, 1978
Gross Net Gross Net
: . Millions of Dollars
Petroleum operations: = - : :
Exploration.........cceecceeiiecicecccceecccennieceee. $° 689.2 $ 260.9 $ 756.0 $ 291.0
Production. ... coceeeeeeeeeeeeeeee e 3,021.7 1,140.7 3,164.9 1,215.4
Refining, marketmg and ¢ - '
HRNEPOTtAtON. .o e oo 1,687.2 093.1 1,698.1 982.2
Total..........; st 5,398.1 2,394.7 5,619.0 2,488.6
Chemical OPerations......c...sssiimmmsisssn 489.9 427.4 505.8 432.1
MIREEAl OPBIBADNE o semmssmsssmisasmisns 194.9 1 66.1 204 .4 69.7
L0 141153 VUSSR 126.9 9.1 80.8 552
' CTotal.. . . 362008  $2,967.3 56,410.0 $3,045.6

Accumulated depletion, depreciation and other allowances totaled $3,242.5 ml"l()l‘l and $3,364.4
million at December 31, 1977 and June 30, 1978, respectively.

Note 9 — Marketable Securities -

Marketable securities are carried at cost. At December 31, 1977 and June 30 1978 unreahzed
gains and losses were not material. : : -
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. 31243 mzlhon during 1977 and $40.4 million’ during the six months ended June 30, 1978. . The .
' dally average amount outstandmg was’ apprommately $68. 0 nullnon durmg 1977 and $33 7 million durmg

- i§ detérmined by weighting actual amounts of short-term notes- outstanding with actual interest. rates and -
number of days outstanding for each issue. ‘Daily average amounts outstanding are. determined by chvxdmg,
-weighted averagc mtercst rates mto actual interest accrued durmg the year.. . :

CHEV 005273

UNION OIL COMPANY OF CALIFORNIA AND .CONSOLIDATED SUBSID[ARIES

NOTES TO CONSOL[DATED FINANCIAL STATEMENTS ( Contmued) o

(All data with respect to lhe Six months ended June 30, 1977 and 1978 are unaudlted)

Note 10 —_ Short-’l‘enn Notes Payable

The maximum amount of the Company’s short—term notes outstandmg at any ‘month-end was

the six months ended J une 30, 1978.

. The average lntcrest rate.on - the amount outstanding at December 31 1977 and June 30, 1978
~was 6.7% and 7.6% and the welghted average interest rate on amounts outstanding was 5.3% during

1977 and 6.65% durmg the six months .ended June 30, 1978. The weighted: average interest rate

Terms of the Company’s short-tenn notes are for repayment at maturity. Short-term notes wnth a

- maturity period of 30 days or longer may be extended, at the option of the noteholder, up to 2 maximum

of 7 additional days.

Note 11 — Long-Term Debt and Credit Agreements

Long-term debt, excludmg amounts due within one year shown under current liabilities, consmted-

of the followmg
December 31, June 30,

1977 — 1978
; ~ Millions of Dollars
‘Bond and debentures e , _ ‘
8% % Debentures due 1987 10 2006.........ooooroooooooooeooooooo $ 2000 $ 2000
838 % Debentures due 1982 . e, 150.0 150.0
83 % Debentures due 1985..__.... ... o B T RS - 150.0° 150.0
6% % Debentures due 1979 t0 1998 e 141.0 118.7
47 % Debentures due 1979 to 1986.... ... ... ... S e - 428 39.6
7Y% Debentures. due 1979 to 1987 (Eurodollars) ...... eemmememaans fmessne - 26.0 243
7% % Bonds due 1980 to 1989 (payable ‘in Swiss francs)................... 30.2 ¢ 323
6%6% to 7%2% Pollution Control Revenue Bonds _ -
' due 1991 10 2000 e e et eee et se e e e eam e m oo & 511 - 50T ¢
62% Marine Termmal Revenue Bonds due BO08..osbiasmmonsninm °  d= 22.5
Notes . o
8.3% Notes duc 1981 to 1997............ TS 831 83.1
3% % Notes due 1981 to 1990......................... L S, e 50.0 - 50.0
Note due 1979 to 1982, with variable interest rates establlshed '
weekly based on short-term ‘money market rates......._._.._.. ... 24.0 30.5
4% to 7¥2% Notes due 1979 to 1994 .. e 22.7 23.0
7% Notes due 1979 (Eurodollars)-.--_*------.'--._ ........ TR B il o SO —
BUS S NOtes it TIBE. covu s i i i S e 300
Other miscellaneous debt..........o.oooomoioooeoee oo S 33.6 29.4
| TOBL ...l oo oSisidishens b, Lenmensemnoms; sondinreasmmasinies e anssmmmenss $1 024.5 - $1,034.1
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UNION OIL COMPANY OF CALIFORNIA AND CONSOLIDATED SUBSIDIARIES

_ NOTES TO CONSOLIDATED FINANCIAL STATEMENTS (Continued) |
(Al data with respect (o the six months ended June 30, 1977 and 1978 are wnaudited)

Note 11. —_ Long-'l‘erm Debt and Credlt Agreemenls (Contmned)

Maturities of long—term dcbt for the remammg six months of 1978 and t.he following four years 5 |
are - set forth bclow , _ o

Mllllonsoﬂ)olllrs
1978 $ 10.6
1979t . 36.5*
1980, 20.4*
1.3 O 35.6%
)72 185.6*

- * At June 30, 1978, the Company had acquired and irrevocably deposited with the trustee for retirement:
(a) 4% % Debentures amounting to $4.3 million excluded herein, which meets the sinking fund
requirements on such debentures for 1979, 1980 and a portion of 1981; (b) 65 % Debentures
amounting to $25.3 million excluded herein, which meets the sinking fund requirements on such
debentures for 1979 through 1982 and a“portion of 1983; (c) 7% % Debentures amounting to $2.7
million excluded herein, which meets the sinking fund requirements on such debentures for 1979
and a partmn of 1980. ™ _

With the exception of the $.4 million of the 4Y4 % Convertible Subordinated chenturcs due 1991 .
that were outstanding at June 30, 1978 and the aforementioned securities, the Company has no
other long-term debt outstanding in amounts different than those authorized by Indenture.

Arrangements with various banks make available to the Company and its subsidiaries lines of credit
for a one year period with no commitment fees. The amount available under such arrangements at
December 31, 1977 and June 30, 1978 was $235.0 million and $225.0 million, respectively.

Terms of certain debt agreements contain restrictive provisions relating to working capital and
payment of dividends (other than share dividends), etc. The most restrictive provision relating to these
matters at June 30, 1978 requires maintenance of $40 million working capital.

Substantially all of the debt of subsidiaries has been guaranteed by Union Oil Company of
Cahfornm

cht discount and issuance expense, which is not material, is amortized on the straight-line basis
over the life of the debt. .

Note 12 — Commitments; Leases and Charter Hires

Firm commitments for the acquisition of permanent investments and fixed assets and for the pur-
chase, repurchase and construction of assets are not considered material or unusual in relation to the
kind of business in which the Company is engaged.

The Company has noncancellable long-term leases, other than those included as long-term debt,
relating to marketing, refining, chemical and pipeline facilities, office buildings, and long-term tankship
_charter agreements for varying periods extending to the year 2053. The Company has land rights,
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. UNION DIL COMPANY OF CALIFORNIA AND CONSOL[DATED SUBSIDIARIES

NOTES TO CONSOLIDATED FINANCIAL STATEMENTS—(Contmued)
{All data wulh respect to the six months ended June 30, 197‘7 and. 1978 are unaudited)

Note 12 — Cnmmltments' Leases and Charter Hires (Continued)

- -purchase. DptIOHS, or Eavorable renewal options for a substantxal portlou of the leased- propertles Total
rental cxpense mcluclcd in current earnmgs is as follows - : S

. Six Months Ended .~

S ~* June 30,
1976 1977 - 1977 - 1978

: __ Nﬁllion; of Dotlars
| leed amountrenta[s o ) U oy T e o
' Fmancmg type e, ey ageinalgeie. $iath ¥ 355" $190. 5167

Operatmg 1cascs..-_.;;-...-...'..'_'.'.__'_-_'_..:_...' ....... Sl R 670 . 715 3301 . 262
Contingent rentals (based on sales, usage, etc ) i B

Financing type leases................. R R S e W2 W2 1 R |

ODEruting TEMEER. . .. iuiminsmmmmerersiosossss s e e s 83 89 35 .- ]

- Total rental expense...................... 112.9 1161 - 53.7 = 465

Sublease rental ianme___L__--__-____-__._;-I_-“.....--.; ..................... 17.6 16.8 8.6 8.7

1.

~]
o0

Net rental €Xpense....................... e . $953  $993  $45.1 $3

Total rental expense and sublease rental income for the years 1973 1974, and 1975 in mllhons of
dollars areas follows: $80.9 and $17.9; $94.8 and $18.9; $103.3 and $18.6.

At December 31 1977 mmlmum payments requnred by these leases for future penods are as follows:

s " Opmm Total

E Millions of Dellars | : -
R | P — $ 34.5 $ 422 $ 76.7
T S U £ N, 34.0 2.4 66.4
' 1980 338 20.0 538
1981 o oS 889 . ..185 ¢ 47.4
1982, oo eereeeeeeenennnnn 327 113 44.0
BalanCe ..o 261.0 " 38.5 299.5

Total réntal obligations............... 1 $429.9 $157.9 $587.8
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' borromng costs, are as follows: .
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UNION OIL COMPANY OF CALIFORNIA AND CONSOLIDATED SUBSIDIARIES

NOTES TO CONSOLIDATED FINANCIAL STATEMENTS (Continued) |
(Al data with respect to the six months ended June 30, 1977 and 1978 are lmaudnted)
"Nete 13— Commibisent; Léases and Chaster Hives (Conhnued) e R

The present value of rental obligations for ﬁnancmg type leases at December 31, 1977 and
June 30, 1978, computed by dlscountmg future mnmmum payments at interest rates indicative of :

December 31, -June 30,
19717 1978
« ' : B ' e - Millions of Dollars

Retall servlce stations...,.......... S ssmsaisniia RPN SURVDR. S, T () 3. - $ 992
Refining and chemical plants ................ "SRR JRUL- WOROURRONA SO . | : ¥ _ 104.3
Pipelines, tankcars and tankships........o.ooooemoocoioe e, - 504 48.7
Office BUildings, €tC. ... oo i e et eres e e e s cesenranen SR— 140 13.3
TOAL . et e e - $274.1 $265.5

Weighted average interest rate................. T ST 6.1% 6.3%

The Company does not have noncancellable subleases in any material amount related to leased
properties.

There would have been no material effect on net income had ﬁnancmg type leases been recorded
as debt and capital investment for the five years ended December 31, 1977 and the period ended
._]_t_me- 30, 1978.

Note 13 — Guarantees and Contingent Liabilities

The Company has guaranteed approximately $38.0 million of the debt obligations of others,
primarily companies in which a substantial stock interest is held. In addition, the Company has agreed
to provide specified revenues by the shipment of products or crude oil through pipelines of companies
in which stock interests are held. If such companies are unable to meet their debt obligations, Union
may be required to advance funds against future transportation charges. No loss is anticipated as a
result of these agreements. ' -

Seven civil antitrust actions are pending against the Company and other major oil companies seeking
treble damages, injunctive relief and divestiture of the exploration and production segments of the
defendants” businesses. The Company has denied the allegations of unlawful practices in these actions
and believes the actions can be successfully defended. In view of the broad and largely undefined relief
sought, however, an adverse decision could have a significant effect upon the scope and nature of the
Company’s operations. '

The Company has certain other contingent liabilities with respect to litigation, claims and con-
tractual agreements arising in the ordinary course of business. In the opinion of management, such
contingent liabilities will not result in any loss which would materially affect the Company’s financial
position.

Note 14 — Retirement Plans

The Company has several noncontributory retirement plans covering substantially all employees
which are funded with insurance companies and a corporate trustee. At December 31, 1977 the assets
exceeded the actuarially computed values of vested benefits except for one plan of a subsidiary where the
unfunded amount was not material. Total costs of the plans were: $11.1 million in 1973, $14.9 million
in 1974, $23.3 million.in 1975, $25.8 million in 1976, $29.2 million in 1977, $14.6 million in the
six months ended June 30, 1977 and $16.4 million in the six months ended June 30, 1978.
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o . million in"1974, $18.6 million in*1975;'$17.2 million in 1976, $17.1 million in 1977, $11.5 million in . .~ . °.
the six months ended June 30, 1977 and $12 8 mllhon in the six months ended June 30, 1978.
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- UNION OIL COMPANY OF CALIFORNIA AND CONSOLIDATED SUBSIDIARIES

_ NOTES 'I‘O CONSOLIDATED FINANCIAL STATEMENTS (Conlmned)
(All data with respect to tlle six months ended June 30, 1977 and 1978 are unaudlted)

Note 15 — Research and l)evelopment Costs _ _
Charges to income for research and development: were as follows $11. 0 million i in 1973, $16.0 -

‘Note 16— Preferred Shams

The Preferred Shares were called for redemptmn as ot‘ March 10 1978 at $65 per share plus
accrued. dividends of $.192. per share. .

- Increases and (decreases) in- shares’ outstandmg were as follows (dollars in thousands)

) Shares Amom_:t _

Outstandmg at December 31, 1972:...vcovvemomoeererere e e 9,828,262 - $104,496

- Conversion into Common Shares................oooooooeooooo o AR (181,565) (1,967).
Outstanding at December 31, 1973...._-oooooooooooeeoeeeeeeeeo 9,646,697 102,529

Conversion into Common Shares......__...__....... ... R —— (1,636,995)  (17,734)
Outstanding at December 31, 1974 ... . ermenmrans e 18,009,702 84,795

‘Conversion into COMMON ShATES...........cocrrsoerreeceermeeeomniersomrerseres (1,175,183) _(12,731)
Outstanding at December 31, 1975, . . 6,834,519 72,064 -

Conversion into Common Shares..________.___.. e ... (3,555,970) (38,523)
Outstanding at December 31, 1976.......... ... s 3,278,549 33,541
 Conversion into Commomn Shares.........cocceeveeeeceeenrenences ...... - (1,058,905) (9, 495)
Outstanding at December .5 (B L i Ssssnans 2019684 24,046

Conversion into Common Shares.._...._..__________________. . (1,251,842) (13,561) —

Redeemed for cashh (967,802) (10,485)

Outstandmgat.luneBO 1978....._--.-..--, .............. ST N ¥ —0— $ —0—

' Nole 17 — Common Shares

Authonzed-—ﬁS ,000,000 Shares, Par Value $8%4 Per Share

At December 31, 1977 and June 30, 1978, 3,490, 300 shares and 588,110 shares respect;wely,
were reserved for issuance as follows:

December 31, June 30,

1977 1978
Conversion of Preferred Shares...........oooooreoe 2,885,537 =
Conversion of 444 % Convertible Debentures..._._._.....____...._._._...___ .. 16,474 - 15,641
Future grants under options. .............ocoo oo PR 391,590 391,841 -
s Ll L OO ————— 1| .. (N |\ .

3,490,300 588,110

 UNOISB 2286 ]



- UNION DIL-‘COMPANY OF CALIFORNIA AND CONSOLIDATED SUBSIDIA_RIES

NO’I‘ES TO CONSOLIDATED FINANCIAL STATEMENTS (Contnmed)

(All data mﬂl respeet to the six months ended June 30, 1977 and 1978 ¢ are unaudlted)

Ta o _Note 1‘!— Common Shms (Contmued)

CHEV 005278

Increases and (decreases) m shares outstandmg were as- follows (dol!ars in: thousands)

K -_I.Outstandmg at Decembcr 31, 1972..-.;-._..--.'_..,_..'.
Conversion of Prefcrred Shares.......coeeiecurens

- Exercise of Warrants and Stock Options;

Conversion of Debt Securities............. o
Outstanding at December 31, 1973......ccooooo.....
Conversion of Prefeired Shares................ —

- Acquisition of Treasury Shares................___..

Exercise of Warrants and Stock Options;

Conversion of Debt Securities........ooccoe.....
Outstanding at December 31, 1974.......... —
Conversion of Preferred Shares.....................
Acquisition of Treasury Shares...................... =

Exercise of Warrants, Stock appreciation
rights and Options; Conversion of Debt

- Securities. ..o
Outstanding at December 31, 1975........... A
Conversion of Preferred Shares.....................

Exercise of Warrants, Stock appreciation

- rights and Options; Conversion of Debt -
Securities. ...

Outstanding at December 31, 1976....................
Conversion of Preferred Shares......................

Exercise of Warrants, Stock appreciation
rights and Options; Converswn of Debt

w1 R g S S N
Outstanding at December 31, 1977............._..
Conversion of Preferred Shares............._..__.... :

Exercise of Warrants, Stock appreciation
rights and Options; Conversion of Debt
Securities

Outstanding at June LR L

78

Amount

(4) | |

Commm Shares Treasnry Shares -
Shares " Amount Shnres o
31,410,635  $261,756 . 1,040303  § 8,670
. 236,032 1,967 R A '
12,549 104 (52) ()
31,659,216 263,827 1,040,251 8,669
2,128,030 - 17,734 |
. (44,401) - (370) 44,401 370
12,888 107 (408)
33,755,733 281,298 1,084,244 9,035
1,527,698 12,731 _
(311) (3) 311 3
37,371 311 (550) (5)
35,320,491 294,337 1,084,005 9,033
4,621,229 38,510 |
371,204 3,094 (354,147)  (2,951)
40,312,924 335,941 729,858 - 6,082
1,347,123 11,226 '- |
(729,858) (6,082)
. 638,842 5,336 -
42,298,889 352,503 -0- 0=
1,625,389 13,545
15,788 102
143,940,066  $366,150 —0- $ ~0-
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UNION OIL COMPANY OF CALIFORNIA AND CONSOLIDATED SUBSIDIARIES

NOTES TO CONSOLIDATED FINANCIAL STATEMENTS (Continued)
(Al]' data with respect to the six months ended June 30, 1977 and 1978 are unaudited)

- Note 18-—Stuck Options :
i I__Common Shares——- Quallﬁed and Nonquahﬁed Stock Optlons

"Under the Stock Optlon Plan of 19‘75 the Board of D:recfors is authonzed to grant quahﬁed or
nonqualified options to officers and key employees of the'Company and its consolidated subsidiaries to

purchase, at market value at date of grant, up to 300,000 Common Shares. Options must be granted prior

to. January 27, 1985 (the termmanon date of the Plan) and contain cancellation. provisions in the

event of termmatxon of employment etc Certain cptlons may be exercmable unnl February 1, 1988 :

Nonquahﬁed stock optmns granted under the Plan may include stock apprecratlon nghts e1ther at

- . the time of grant or by amendment. Settlément upon the exercise of a stock appreciation right is' made -
" in cash or shares or a combination thereof — as determmed by the Company — the total amount of
~which is charged to expense. - :

Thc Stock Optlon Plan of 1975 replaccs the Qualified Stock Option Plan of 1966 and the Non-
qualified Stock Option Plan of 1970. The 1966 Plan expired on January 31, 1976. No additional
options may be granted under the 1970 Plan. Certain options granted pursuant to the Nonqualified
Stock Option Plan of 1970 may be exercisable until February 2, 1985.

Pursuant to the terms of the Agreement of Merger between the Company and Molycorp, Inc. each
outstanding option under the Molycorp 1973 Employees Qualified Stock Option Plan became an option to
purchase the number of whole shares of Union Common Stock which the holder would have been
entitled to receive had he exercised the option in full immediately prior to the completion of the Merger.
The option price per share of Union Common Stock is 96.62% of the per share option price applicable

‘to shares of Molycorp Common Stock prior to the Merger. No additional options will be granted under

the Plan, Certain options granted pursuant. to this Plan may be exercisable unt:ll August 25, 1981.

Data rega.rdmg ‘Common Shares under the Union qualified and nonquahﬁed stock option plans
at June 30, 1978 and as to options granted and options that became exercisable or were exercnsed

during 1973 through June 30, 1978 are as fol]ows

Option Price Market Value
Shares Per Share Total " 'Per Share - Total

Under option at _ _ - ‘ _ ! %
June 30, 1978....... 141,404 $30.81-$55.3125 $4,947,098  $30.81-$55.3125(a) $4,947,098

Granted: _
1973, ... 49,530 ~ 38.0625 - 1,885,236 38.0625 (a) 1,885,236

L — 171,736 30.8125 5,291,616 30.8125  (a) 5,291,616
1 15,000. 35875 538,125 35.875 (a) 538,125
1976, . e None
. i (A, 21,460 55.3125 - 1,187,006 553125  (a) 1,187,006°
Six months '
ended June 30, )
1978........... . 1,940 46.3125 89,846 463125  (a) 89,846
79
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UNION OIL COMPANY OF CALIFORNIA AND CONSOLIDATED SUBSIDIARIES

| NOTES TO CONSOLI])ATED- FINANCIAL STATEMENTS (Conﬁmled)
(All data WItll respect to tlle sn months ended Jlme 30 197’? and 1978 are unandlted)

"TI:Note s — Slock Optlons (Conhnned) _ v, o |
' - Option Price o . Market Value

- Shares " Per Share Total Per Share Total
' Became exercisable: - - o . e el el - T
1973 Ll 37,744 $3175 -$38.0625 $1,290,281 < $38.125-$38.875 (b) $1,449,565
974 96,5377 30.8125— 38.0625 3,091,666  31.25 — 47.125 (b) 3,395,991
1975 100,152 30.8125— 35.875 3,131,257 36.125- 47.25 (b) 4,572,266
{7 | (— 14,862 ~ 30.8125- 35.875 502,806 = 42.50 — 44.44 (b) 646,185
1977 e 110,730 - 55.3125 593,503  51.56 (b) 553,266
Six months ; i | S '
ended June 30, LR - : -
L7 £ S . 10,730 - 55.3125 593,503 49.31 (b) 529,123
Exercised o ‘ _
1973 8,516 3175 - 38.0625 274,977 37.875- 50.375 (c) 381,608
1 A 10,448  30.8125- 38.0625 337,620 34.50 — 5538 (c) 427,922
1975..connccee T 34,917  30.8125- 35.875 1,127,542 36.25 — 50.375 (c) 1,353,810
1976,..0E s 14,640  30.8125- 35.875 461,592  42.13 - 5831 (c) 731,036
1977t 7,942 30.8125- 31.75 246,841  50.06 — 59.06 (c) 436,281
Six months o " - _ ' :
ended June 30, o . o — _ -
1978 2,755 30.8125- 31.75 86,510 47.875- 52.6875(c) 129,026

(a) At the date options were granted.
(b) At the date options became exercisable. -

(c) Atthe date options were exercised

Stock option data relating to the Molycorp 1973 Employees Quahﬁed Stock Option Plan from
- July 29, 1977 through June 30, 1978 are as follows:

Option Price Market Price
Shares Per Share Total " Per Share Total
Under option at ‘
June 30,1978............... 39,224 $15.22-$31.83 $985,642 $15.22-$31.83(a) $985,642
Granted.............................  None ' ' ' o '
Became Exercisable:
From July 29 through

December 30, 1977... 17,125 $16.43-$29.23 $382,735 $50.88-$55.50.(b) - $912,236
Six months ended
June. 30, 1978.........; 2,241 $3I.83 , $ 71,322 . $48.81 $1|09,389 _
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UNION OIL COMPANY OF CALIFORNIA AND CONSOLIDATED SUBSIDIARIES

NOTES TO CONSOLIDATED F[NANCIAL STATEMENI‘S (Conllnued)
(All data with respect to the Six - months ended Iune 30, 19’?'7 and 1978 are lmaudxted)

Note. 18—-Stock Optwns {Contumed)

Opﬁonl’rice -.___Mgrk_etﬂPrice,

Shares  PerShare . Total - PerShare . Total
Exercxsed . o | | ' | | S
~ From Iuly 29 through o Rr TP T - o
' December 31, 1977... 15,268 $15.22-$31.83.  $269,536 . $50.38-$56.06(c) $813,306
_Slxmoxiths _ w ey Mg e ' e )
cndcd]une 30,. o . e wty e W : _ . . _
1978, 12,202 $15.22-$31.83 .~ '$227,940  $47.44-$51.31(c)  $609,892

. (a) At the datc options were granted.

CHEV 005281

(b) At the date options became exercisable.
(c) Atthe date options were exercised.

Under these Plans, authorized but unissued shares have been.delivered on the exercise of options
and, where applicable, the settlement of stock appreciation rights. The excess of proceeds received
over the par value of shares issued as the result of the exercise of stock optlons have been credited to the
capital in excess of par or stated value of shares issued. Charges to income in connection with stock
appreciation rights exercised under these plans were not matenal '

Note 19 — Incentive Compensatmn Plans

The Company has an Incentive Compensation Plan whlch prowdes that there may be established for
each fiscal year an Incentive Compensation Fund from which annual awards may, at the discretion of -

- the non-employee members of the Board of Directors, be granted to a limited number of executives

and key employees. The fund for each fiscal year is based on the Company’s consolidated net earnings
after taxes for the year adjusted to exclude (a) the net effect of any incentive compensation awards

‘granted (b) any extraordinary charges and credits (c) an amount equivalent to 6% of average share-

owners’ equity for the year. The maximum annual fund consists of not more than 3% of the balance .
of consolidated net earnings after such exclusions. Any annual fund may be allocated in whole or in

- part. Unallocated portions may, as determined by the Board, be carried forward and allocated in subse- -

quent years.

Charges to income for awards under the Plﬁn in millions of dollars, were as follows: 1973, $1.2;
1974, $1.4; 1975, $2.4; 1976, $2.7; 1977, $3.3; in the six months ended June 30, 1977, $1.6; in the
six months ended June 30, 1978, $2.0. -
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UNION OIL COMPANY OF CALIFORNIA AND CONSOLIDATED SUBSIDIARIES

NOTES TO CONSOLIDATED FINANCIAL STATEMENTS (Contlnned)
(All data wltll respect to ﬂle s;x montl!s ended Jlme 30 1977 and 1978 are unaudlted)

- Note 20 — Supplementary Informanon Relahng to the Statement of Consolldated Earmugs

Year Ended December 31,

Six Months Ended .

. June 30,

1973 . 1974 . 1975 1976 1977 1977 1978
. i a  u L o : _ : B_di!lionsoqul-lars, ' & .
Maintenance and repairs.................... $130.9 $166.9 $181.9 $203.4  $217.3 § 90.6'

. Taxes, other than income taxes | . - @
EXCiSe taXes...cemrmmmersesnenses S $361.3 $351.3 $350.9 $352.6 $365.6 $180.6 $184.1
Severance and other taxes on ' a _ , -

Production.........coccccereece rceenenns 23.0 67.7 100.3 90.0 = 889 47.4 40.2
Import taxes and duties...._ ... 6 292 898 130 101 4.5 43
Real and personal property taxes....... 48.7 52,2 56.8 60.6 645 - 323 35.2
Miscellaneous taxes.................... B 2.9 3.4 57 6.4 7.7 . 4.1 3.8

T s mmmisrsiass $436.5 $503.8 $603.5 $522.6 $536.8 $268.9 $267.6
RENES(R) wooeeneoeeoe oo, $ 809 $ 948 $103.3 $1129 $116.1 $ 53.7 $ 465
(a) Excludes rentals in lieu of drilling on oil and gas leases.
Note 21 — Quarterly Results (Unaudited)
| ' 1976 — Quarters
1st 2nd 3rd 4th
Millions of Dollars
. except per share amounts _
Sales and Operating Revenues (excl. excise taxes)............... $1,383.0 $1,319.0 $1,300.5 $1,429.6
Gross Margin® ... R $ 1486 $ 1168 $ 1623 $ 1689
Earnings Before Taxes on Income....__............ G e s $ 1387 $ 1090 $ 1520 $ 168.1
Net Barmings. ..oooioeimmmeie e e R $ 690 $ 566 $ 738 § 864
Net Earnings Per Common Share............... e e — '
Assuming no dilution.. ..o $1.82 $1.45 $1.80 $2.10
Assuming fall dibgbion:......cvoo cunuamnsnaniug e $1.54 $1.26 $1.64 $1.92
1977 — Quarters
1st 2nd 3rd 4th
Millions of Dollars
_ ; ) except per share amounts
Sales and Operating Revenues (excl. excise taxes)................ - $1,356.1 $1,457.9 $1,381.1 $1,473.4
Grogs MErRIN®..ooninnmnalonssusnnnasaasins § TILT $ 1740 '$ 2007 $ 1502
Eamings Before Taxes on Income....................oviieneee... $ 1409 § 1580 $ 1767 § 1304
NECERIINPE... .o s i e s e iy $§ 770 $ 807 § 955 § 811
Net Earnings Per Common Share..............ccooooooeo . ' : . i
Assuming n6 dilution..........ooooooovooo. $1.83 $1.90  $224  $1.89
Assuming full diluton.......ooooocevoeoeeeeoeeee $1.71  $1.78  $2.10  $1.79
- 82
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UNION OIL COMPANY OF CALIFORNIA AND CONSOLIDATED SUBSIDIARIES

NOTES TO CONSOLIDATED FINANCIAL STATEMENTS (Continued)
(All data with respect to the six months ended June 30, 1977 and 1978 are unaudited)

Note 21 — Quarterly Results (Unaudited) (Continued)
' ' 1978 — Quarters

st  2nd
. “Millions of Dollars .
except per
: . share amounts

Sales and Operating Revenues (excl. exc1se taxes)-..--._--.....---._;: .......... sl 913900 31,496.7
Gross Margin® ... $ 1700 $ 184.5
Earnings Before Taxes on Income.........oooooiooiiiii i $ 1519 $ 181.2
Met BAiiibigs. e s i re et SR TR TR $ 793 $  86.6

. Net Earnings Per Common Share.......... c
Assuming no dilution........_........_. PR —— ' $1.84 $1.97

Assuming full dilution. .. s $1.76 $1.97

* Gross margin equals sales (excl. excise taxes) and other operating revenues less cost of products sold
and operating expense, selling expense, depletion and depreciation, amortization of nonproductive
acreage costs, provision for dry hole losses and property and other operating taxes.

Note 22 — Esﬁmated Current Replaéemcnt Cost Data (Unaudited)

As required-by the Securities and Exchange Commission, the Company has estimated replacement
cost data for inventories and certain of its productive capacity (excluding underground oil and gas
reserves and related facilities and mineral reserves), cost of sales, and depreciation expense.

The estimated cost of replacement is based on the hypothetical assumption that the Company would
replace its inventories and productive capacity at the end of the year without regard as to whether such
replacement was economically desirable or physically possible, or whether funds were available to
finance such replacement. Therefore, the data should not be interpreted to indicate that the Company
actually has plans to replace its inventories or productive capacity in its existing configuration, or that
actual replacement would or could take place. Decisions on replacement will be made in the normal
course of business, and will consider economic, regulatory and competitive conditions at the time.

Management strongly emphasizes that the replacement cost data are not intended to be in any way
indicative of the current value of the assets to the Company nor of amounts at which the assets could
be sold. Additionally, the data should not be used in a simplistic manner to develop the worth of the
Company or a revised income figure. Any figures so derived could be ‘misleading without taking into
account many additional considerations.

Replacement cost data were estimated primarily by the use of engineering estimates and current

costs of facilities to replace existing capacities or market existing -volumes. Labor, maintenance. and

utility costs would decrease if capacity were replaced as assumcd However such decrease would not
be material in relation to total cost of products sold.

a3
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UNION OIL COMPANY OF CALIFORNIA AND CONSOLIDATED SUBSIDIARIES

NOTES TO CONSOLIDATED FINANCIAL STATEMENTS (Continued)
(All data with prect to the six months ended June 30, 1977 and 19‘-78 are Iun_audilted)l

Note 22— Estunated Current Replacement Cost Data (Unaudlted) (Contmued)

| Reported hlstoncal cost data amounts subject to replacement cost estlmates (Whlch mclude leased

facilities, exclude facilities under construction, certain land, mineral reserves, and oil and gas reserves
and Eacxhtles) and re]ated replacement cost estimates are as'follows: et :

Millions of Dollars
I‘!Jstnncal Cost _
Per , Subject to Estimated
Financial Replacement Replacement
Statements ‘Cost Cost
.Properties at December 31, 1977 ' ' '
Petroleum operations: ‘ ' Lo
Exploration and production........._.. I $3,711 $ 21 $ 37
Refining, marketing and transportation.................. 1,687 1,761 4,603
T I — 5,398 1,782 4,640
Chemical Operations.. ... ... ywsmsssssmmnss s 490 363 814
Minerals operations................__................__ S S 195 ' 86 170
51117 AR R e e 127 140 321
PO p RN T - "~ 6,210 - 2,371 5,945
Less: accumulated deprec:latmn and other allowauces 3,243 1,022 ' 2,821
Net Investment........ e R S S "$2,967 - $1,349 $3,124
Depreciation, depletion and amoruzation expense ' _ :
1976, ..o e WS W R $484 : 5 84 $186
1997 it (52 arenaasiinopsmmmestissnmmtnsns I $456 $ 93 - $221
Inventories at December 31, 1977........ e, N . $437 $437 $724

Cost of products sold for 1976 and 1977 using inventory replacement cost data would not be
materially higher than that reflected in the consolidated financial statements, since current costs are
charged against earnings primarily u_nder’ the last-in, first-out inventory method.

Note 23 — Affiliated Companies

Dividends recewed from affiliates, in million of dollars, were: $11.5 in 1973 $10.2 in 1974,
$10.0 in ‘1975, $17.6 in 1976, $16.8 in 1977, $90 in the six months ended June 30, 1977 and $8.0
in the six months ended June 30, 1978.

Note 24 — Cllanges to Qil and Gas Fmancml Accounting

In December, 1977, the Financial Acccmntmg Standards Board issued a Statement which establishes
standards of accountmg and reporting for oil and gas producers. When implemented, certain modifications
will be required in the Company’s present accounting policies. It is estimated that such accounting
changes will not have a significant impact upon the Company’s financial reportmg

CHEV 005284




o ~ SILVER BELL INDUSTRIES, INC.
R — - - (A Development Stage Corporation)
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REPORT OF INDEPENDENT CERTIFIED PUBLIC ACCOUNTANTS

To the Stockholders and Board of Directors of

-+ Silver Bell Industries, Inc.:

s

R e Y

. ' We have examined the balance sheet of Silver Bell Industnes, Inc (a develppment stage ‘corporation) | _
. ‘as of March 31, 1978, and the related statements of operatlous, changes in financial posntmn, and-

stockholders’ equity for each of the three years in the period ended March 31, '1978 and -cumulative

. from January 1, 1966 (date of inception of the development stage) to March 31, 1978.Our examina- - :
" tions were made in accordance with generally accepted auditing standards and, accordingly, included

such tests of the accounting records and such other audltmg proccdurcs as we considered. necessary

m the clrcumstances

- The statement of stockholders’ equity for the period July 31, 1944 (date of incorporation of the
predecessor) to December 31, 1965 (date preceding the mcephon of the development stagc) is

unaudited; therefore, balances for such periods included in proceeds in- excess of par value and deficit -

ar;cumulated since inception as of March 31, 1978 and all prior periods are- unaudited.

The company has a substantial investment in unrecovered costs of rhini:ig claims and leases, and
facilities and equipment. As explained in note 11 of notes to financial statements, the company has

~ agreed, subsequent to March 31, 1978, subject to approval by the company’s stockholders and certain
‘other requiremems to sell substantially all of the company’s assets to another company.- Recovery of the

company’s investment is dependent upon either the ultimate approval of the aforementioned agreement
and successfﬂ_nnsummauon of the sale or the successful dcvclopmcnt of its properties.

In our report dated June 30, 1977, our oplmon on the 1977 ‘and 1976 ﬁnancml statements was

| qualified ‘as being subject to the outcome of certain significant litigation. As explained in note 10

of notes to financial statements, the litigation has been settled without a’ significant adverse impact on
the financial position of the company. Accordingly, our present opinion on the 1977 and 1976 financial
statements, as presented herein, is different from that expressed in our prevnous ‘report w1th respect to

- the effects of significant litigation.

In our opinion, subject to the ultimate realization of the assets referred to in the second preceding
paragraph, the aforementioned financial statements present fairly the financial position of Silver Bell
Industries, Inc. at March 31, 1978, and the results of its operations and changes in its financial position
for each of the three years in the period ended March 31, 1978 and cumulative. from January 1, 1966

- (date of inception of the development stage) to March 31, 1978 in conformnty with generally accepted

accounting prmc1ples applied on a consistent basis.

COOPERS & LYBRAND

2300 Prudential Plaza
Denver, Colorado
June 19, 1978
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SILVER BELL INDUSTRIES, INC. . =~ = . .+
- (A Development Stage: quporatinﬁl)_ '

e e ————— el

‘ 'BALANCE SHEET ’
" As of March 31, 1978 ’
' = ¥ ‘ ASSETS -
w g - Current assets: . : v " . )
SRR AL 0. . SO —— e e sl $ 0, 966 |
__,_Accouuts receivable,.... _ i)
" “Note receivable. (Note 3).......io.. ‘. _ e meee e 46 000 e
N B -Accrued interest’ recelvable.-.._ ......... ______ el e 3,158 & .
) ©'.o . -Prepaid expenses......... SO NN TS L AL SO T S0 Lo | Ry e
- '_Prepald officer’s bonus (Note 9) ....... P B ) 28,600 NS
e ; Total current assets..__-__.-_._-__..;.__.-.'.- ......... e L 148,905 - '
. Unrccovcred costs .of mining claims and leases (Notes 7 and 10) ........... . 47286,956
¥ . Facilities and equipment, at cost | . AN T s
; .77 -+ Milling facilities...o.. e >80 MR- sevmssuelenenn e nmeecene v enneeents 230,835
o ‘Mining eqmpment ........................ R swsste .................... S, 158,319
AT 611, S s R .S . 31,290
A = | “E e s 420,444,
: j_,ess accumulated dePreciation. ... oo e cevremnenne reeeen . 258,898
o ' . . _ . ' o g 161,546
Deferred charges and other.-..---..---.-------...__._-: ............ rermrrememannnaaan reermoanement) SN 9,704
S ‘ $4,607,111
“ : . ) ; p s A
LIABILITIES AND STOCKHOLDERS’ EQUITY
“Current liabilities: Lo ow o . : ‘ 4w om :
... 7 “Accounts payable........ SOOI, S X. 1% 3
et Accrued payroll and payroll BAXEE e sinicanas - ....... T O s T % g 2108
Total. current Liabilities: .......:o..oocooooeoo... e emeeeenees _ 12,358
Notes payable (Note 4).......cccooveormoeeenen I S 62,070
.. Commitments and contingencies (Notes 5 and 11) ; '
Stockholders’ equity: : : -
Common stock, par value §. 25 per share (Notes 6 and 9): e .
.+ 7,700,000 shares authorized, 7,572,388 shares 1ssued and . L ; N I
Co 7,568,388 shares outstanding..........:ieemeis le T — . 1,893,097
C Proceeds in excess of par value, net Of. deficit acc_l_lmulated since inception.......... 2,651,586 i
_ _ 4,544,683
. ke Y " Less cost of 4,000 shares of treasury stock.......,....._--.., .......... eeeemamresemsmeesemmmmmeenenen .. 12,000
i . Total stockholders’ equity............. e o R AR SR G SR s 4,532,683
], : - : ' © $4,607,111
The accompanying notes are a part of these financial statements. _
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'SILVER BELL INDUSTRIES, INC.
‘—— (A Development Stage Corporation)

STATEMENTS OF OPERATIONS

Cumulative

© Amounts
January1,
© 1966 (Date’
.of Inception
Cofthe . .
.\ : " Development @
- For'the ‘For the : Forthe . _Stage) to
Year Ended = Year Ended . Year Ended ‘March 31,
' ‘March 31, March 31,  March3l, 1978
, . L1976 1977.. 1978 (SeeNotel) -
" Revenues: . FREE g P T | B S $
~ Revenue from assignments............. e $.11,354 $ 100,000 $ 62,087 - § 206,829
Proceeds from sales of - 8 o S | _
 mining claims and leases.................... . S o _ 23 1,000
Sales of ore produced in | '

' the process of exploration............. e © 24TI9 i 1,170,521
Royalty income... ..o 17,394 29,701 28,711 92,451
Interest inCOMe..._......_..........__.__- 4,088 6205 - 3428 23,583

" Net gain on sale of land and . -
E ) | RN SR : 97,389 1_8_1,596
Property evaluation fees......................._. o ' -+ 25,000 25,000
(07 A T X N JO - 13,875 10,183 . . 4,023 176,015
. ' ' 71,430 243,478 123,249 2,006,995
~ Expenses: _ ' : : - . .
- Exploration. EXPENSE. .. thiinserionss s 63,344 37,427 - 33,812 02,314,280
General and administrative . - . - R ., '
expense (Note 9) ..o 115,322 330,219 220,672 1,751,240
Cost of mining claims and : -
Ieases SOId. ... .coomereueeeeeee e _ ' - 91,639
Cost of mining claims and : '
leases abandoned or lost.................... 19,680 67,195 99,500 435,370'
| Interest ei;pense ..................... PSS 52,984 43,878 - -4,704 337,189
Deprectation]:....ccsmsssanss T -~ 130,312
L e 38,223 44,692 45,727 136,642
o B 289,553 523,411 404,415 5,196,672
L O e ' $(218,123)  §$(279,933) $(281,166) $(3,189,677)
Net loss per share of common stock ' _ : '
(Note [ R $ (004) §$§ (0.05) $ (0.04)
The accompanying notes are a part of these financial statements.
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SILVER BELL INDUSTRIES, INC.
* (A Development Stage Corporation)

-Cumulative
' 5
From
Janunary 1,
1966 (Date
. of Inception
. D'evﬁo';l:::ent
Fi
YeurEnded  YearEnded  YewEnded Mok 3h
March 31, March 31, March 31, 1978 }
- . st CL 1976 1977 T s (_SeeNot_nl] e
“Sources of working capital: ' '
Common stock issued for cash or.notes payable,
b - plus interest. $ $ 650,747 $246,501 $2,453,584
: Common stock issued for acqu:smons of properties G : v R
and in payment of expenses..... . 658,989 680,000 = 4,755,958
: Increase in long-term notes payable 50,000 - 790 1 1,155,104
i Increase in convertible notes payable. ... A~ 3 ' 401,989
Decrease in inVeStmMEemES. .. .....oe e oo eeeeeeenens . ; 98,086 , 147,930
¥ Decrease in note receivable...... : 46,550 68,928
. Decrease in deferred charges and other assets...................... 603 8,884 -
_ 96,550 1,409,215 926,501 8,992,377
Applications of working capital:
Used in operations:
Netloss.....oovnnenene. . 218,123 279,933 281,166 3,189,677
Add expenses not requiring an outlay of
working capital: _ )
Depreciation........ iy (130,312)
Mining claims and leases abandoned or [T T—— (19,680) (67,195) (99,500) (435,370)
- Net book value of facilitics and equipment . : = :
written off (12,814) . (L,500) (39,225)
Add proceeds under assignments credited . :
against mining claims and leases (112,346) (65,000) (67,913) (445,321)
: i : 86,097 134,924 112,253 2,139,449
Acquisition of-mining. claims and leases............cccceveeveeenee : 5,100 614,332 671,773 _ 4,679,973
Acquisition of facilities and equipment...........cooooeevreveccercees : 74 288,262
Decrease in long-term notes payable. ... ... 241,666 59,164 1,093,034
Decrease in convertible notes payable. 24,684 128,580 401,989
Purchase of treasury Stock.......cooecoiiiiiceane. 12,000 12,000
Increase i in investments........................ 5 122,217
Increase in notes receivable . ' 68,928
Increase in deferred charges and other R S — o 15 5,197 18,588
369,567 937,000 789,297 8,824,440
Increase (decrease) in working capital.........ccccccoeeereeerennsns . (273,017) 472,215 137,204 167,937
Working capital (deficit) beginning of period..................... (199,855) (472,872) (657) (31,390)
Working capital (deficit) end of period..........ooooeoeeoeeee $(472,872) § (657) $136,547 $ 136,547 .
Summary of changes in componeats of working capital: '
Increase (decrease) in current assets: : K '
Cash... o e P (523) 1,152 65,603 59,697
Accounts receivable ' 3,239 (5,247) (353) -
Notes receivable... e ieee e ieeraeeanee (60,000) 46,000 46,000
Accrued interest receivable.... 515 1,160 393 3,158
Prepaid nses........ . SRS . 50 99 (154) 181
Prepaid officer’s DORUS...........coorueemeeercseieseneesssessesnsassnsanens 36,250 (7,650) 28,600
Inventories (9,876)
Unregistered SECUTIIES. ... .ccouiueerneeerinecme e eee e eenee e meeenans (80,000)
(146,595) 79,414 57,839 137,636
-Increase (decrease) in current liabilities:
Accounts payable. ... (12,605) (8,479) (44,001) 9,563
Notes payable......... : i S A 121,496 {339,674) (39,500)
Accrued interest payable.............cccoeeercnnnire s (7,319) (34,616) (891) (1.358)
! Accrued payroll and payroll taxes............ccooooceiiiiiinncaes - (6,764) 32,081 (30,709) 2,795
i Advances from stockholders........c.o.veveueeereecosariseeneecreeeens 13,740 (13,740)
: Other current liabilities. 17,874 (28,373) (3,764) (1,801)
' 126,422 (392,801) (79,365) (30,301)
g Increase (decrease) in working capital..........cccccvcconereee. - $(273,017)  § 472,215 $137,204 M
i The accompanying notes are a part of these financial.statements.
89
: UNO/SB 2298
-F

CHEV 005289

STATEMENTS OF CHANGES IN FINANCIAL POSITION




SILVER BELL INDUSTRIES, INC.
(A—Development Stage Corporatlon)

STATEMENTS ‘OF. STOCKHOLDERS’ EQUITY

[Note A)
Total
© Proceeds
-, Inm Excess
. of Par
, Value
. ) -Net of ) .
' L . Proceeds . (Deficit) . Deficit : S
‘Class A Common Stock . In Excess - Accumulated Accumnlltcd e .. ‘Total -
-Stock at’ — — - -of Par . ‘Siace . . Since " Treasury.-. Stockholders’.” = .
Par Value Shares _Par Value Valne k . Inception luepﬁun . Stock E - Egquity "~
1 For the perlod July 31, 1944 (date S R ' ' S
.of incorporation of the .
‘prédecessor) to December 31,
: '1965 (date preceding the
_ inception of the development
~stage) (Unaudited):.
B Issued for cash and notes . .
-+ 'payable ($0.25 to $2.25. _ . | R L
per share)........ $277,500 1,394,277 $ 1,394,277 $ 460,388 $ 460,388 . $2,132,165
Conversion of Class A shares...... (194,426) 194,426 194,426 : . ' : ’ _
Issued for mining claims ' ) '
EN T () (=711 O ——— . 456,551 = - 456,551 _ ' - 456,551
“Issued in payment of general o - o . |
 and administrative expenses....... . 47,500 47,500 ) o S : - 47,500
D (A § (1) JOU— ' L _ $(2,111,398) (2,111,398) (2,111,398)

Balance at December 31, 1965...... 83,074 2,092,754 2,092,754 460,388 (2,111,398) (1,651,010) 524,818

II. For the period January 1, 1966
' (date of inception of the
development stage) to
March 31, 1975: .
A January 1, 1966 to October 31,
' 1969 (eﬂ'bcu\re date of
-acquisition of predecessor
by successor): .
Reduction of par from _ .
$1.00 per share to $0.25 ° o _ - -
per share.............. roeeeen - (62,306) (1,569,565) 1,631,871 1,631,871
Issued in payment of noles : :
payable plus accrued

ILETESE. ..o vacrenemenrmnaceneana . 600,403 . '130,100 " 371,313 . 371,313 " 521,413
Issued to stockholders ) _ : : ' '

of Silver Clad Mines, Inc..... _ 212,005 53,001 282,874 282,874 335,875
Conversion of Class A" o ) .

shares......: oo (20,768) 83,072 20,768 (5,770) - (5,770) (5,770)
Issued for r mining g claims o o ' - .

and leases........c.ocoveeeveciennn 352,060 88,015 872,909 872,909 . .960,924

Issued in payment of _ .
general and admlmstratwe ' : .
expenses... ) = 80,750 20,188 - 59,713 59,713 - 79,901

Purchase ol‘ 500 sharcs uf . - . .
Treasury stock, at cost.. : $ (125 (125)

Net (loss) . . (639,829) (639,829) (639,829)
Total for the period - : ' : . '

January 1, 1966 to

October 31, 1969........co.......  (83,074) 1,328,290  (1,237,493) 3,212,910 (639,829) 2,573,081 (125) 1,252,389
Balance at October 31, 1969 | -

before acquisition of

predecessor by successor :

(Note A)............ e $ — 3,421,044 $ 855261 $3,673,298 $(2,751,227) § 922,071 $  (125) $1,777,207
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- SILVER BELL INDUSTRIES, INC.
- (A Development Stage Corporation)

iy, W

STATEMENTS OF STOCKHOLDERS' EQUITY (Continued)

(Note A)
Total
Proceeds
In Excess
of Par
‘ : - ) ’ T, ‘ Value
. o . i . : fi Netof -
_ : _ Proceeds (Deficit) - Deficit = ; ;
. .. ClassA’. - . CommonStock: ¢ '..InExcess . Accamuolated Acmmulatad <o e+ i Total .
- Stock at e — of Pair : Simce ' .Since Treasury - Stockholders’ . .
. . ; . Par Value Shares Par Value - Value Inception Inception . Stock | Equity -
IL. . For the period January 1, 1966 ' '
(date of inception of the '
development stage) to .
‘March 31, 1975, continued:
_B. Issued by Silver Bell
" Industries, Inc., effective ) : , , .
October 31, 1969 for net ; = _ . , _
: . assets of predr;cessor....-............ : 3,421,044 $§ 855,261 '$3,673,298 $(2,751,227) § 922071 § (125) $1,777,207
: ' Balance at October 31, ' : ' : ' : :
- 1969 (Note A)........ R R 3,421,044 855,261 3,673,298 (2,751,227) 922,071 (125) 1,777,207
) C. Naovember I, 1969 to : = ‘ — . -
: .. March 31, 1975: _ o
Issued for cash ($0.75 to ) e
$1.50 per share)....c.cceees 439,139 109,785 346,519 : 346,519 456,304 -
: ‘Exercise of stock options........ 68,333 17,083 34,166 34,166 : 51,249
S * Issued in payment of notes : .
‘payable plus accrued : . . ) . : :
INRTPESY. sociccsismiemasimssisl 592,408 - 148,102 . 385,038 385,038 533,140
Issued for mining claims .
and leases... : 1,367,500 341,875 1,643,725 : 1,643,725 1,985,600
Issued in payment of L : .
Exploration expenses........... 22,200 . 5,550 19,700 19,700 25,250
General and . : , - .
administrative expenses...... 4,146 1,037 28,507 : " 28,507 . 29,544
Retirement of 500 shares of o ' - '
Treasury stock, at cost.......... (500) (1258) - : 125 :
ML (IO8K) oo isnasios . . (1,770,626) (1,770,626) ' -(1,770,626)
Total for the period . g
November 1, 19€9 to X : : _ ' o
March 31,1975 ... 2,493,226 623,307 _ 2,457,655 (1,770,626) 687,029 125 1,310,461
' Balance at March 31, 1975 ] o - '
(Note A})... 5,914,270 1,478,568 6,130,953 (4,521,853) 1,609,100 — - 3,087,668
: III For thc year cndcd March 31, 1976:
N Purchase of 4,000 shares of . '
Treasury stock, at coSt........oo...... ' (12,000) (12,000)
b ] Net (l0ss)......... e - (218,123) _ (218,123)  (218,123)
i Total for the year ended ' o . i 3 - '
[ March 31, 1376 : w : ' S ; ' (218,123) (218,123) (12,000) (230,123)
Balance at March 31, 1976
5) 1 (Note A), forward...........coermnee. 5,914,270 1,478,568 6,130,953 (4,739,976) 1,390,977  (12,000) 2,857,545
» L : - ‘ _
- i
9
7
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SILVER BELL INDUSTRIES, INC.
_IA_.Devel_opme'nt Stage Corporaiion)

STATEMENTS OF ST OCKHOLDERS’ EQU]TY (Contlmled)

(Nole A)
- Total
- Proceeds
‘In Excess
"-of Par
Value
' o : : Net of
;i : Proceeds { Defickt) Deficit )
g::: :t ] Common Stock . lnﬂE;c;ss Aeem:aml Accgm:]enlcd % S dc e
Par Value ~ Shares ' - Par Value . Value Tnception Inception g‘s:n, TRquity
1V. For the year ended March 31, 1977: ' . ‘ - : -
- Issued in payment of notes ' - -, ; 5 . :
‘ payable plus accrued interest.... 547,830 '$ 136,957 ' $§ 416,895 $ 416,895 $ 553,852 .
Exercise of stock options........ oo . . 96,732 24,183 70,217 70,217 - 94,400
Issued for mining claims and o ' : :
_ leases (Note'B) oo 330,269 - 82,567 542,444 . 542,444 . 625,011
~ Issued in payment of: : o .
 Interest on deposits _ ' 2,639 . 660 - . 183§ 1,835 2,495
Exploration expenses............... e T o 2,500 ‘625 4,625 ' 4,625 ) 5,250
General and administrative : ? _ ; _
EXPENSES...erennnnns c - 13,680 3,420 25,308 : 25,308 . 28,728
‘Net (loss) ; ' - : $ (279,933) (279,933) - (279,933)
Total for the year ended March : - g :
- 31, 1977 993,650 248,412 1,061,324 (279,933) -781,391 1,029,803
Balanoe at March 31, 1977 _ i - | e————
ENOLE AL, covosoriisasiansmmnmsmnsssainn 6,907,920 _ 1,726,980 7,192,277 (5,019,909) 2,172,368  (12,000) 3,387,348
V. For the year ended March 31, 1978: . ' .
Exercise of stock options.............. : 264,468 66,117 180,384 180,384 © 246,501
Issued for mining claims and ' . , : ’
' Iga.ses (Note B). oo, o 400,000. - 100,000 580,000 : 580,000 680,000
Net (loss)... ' ' . (281,166) (281,166) : (281,166)
Total for the year ended ; : :
March 31, 1978.....oiocereecin, “ 664,468 166,117 760,384 (281,166) 479,218 645,335
Balance at March 31, 1978 . ' r 8 ' .
(Note A).. 7,572,388 $ 1,893,097 $7.952,661 $(5,301,075) $2,6SI,586 $(12,000) $4,532,683

'Note A “Amounts applicable to Class A shares, proceeds in excess of par value and deficit accumulated since inception
for all periods preceding January 1, 1966 (date of inception of the development stage) have not been audited.
Records of the predecessor companies are not complete and the details are not subject to audit. Transact:ons
from January 1, 1966 to March 31, 1978 have been audited. (See Note 1). : :

-Note B: Includes totals of $42, 727 in 1978 and $33 378 in 1977 for properties sold in previous years which amounts
were expensed currently.

The accompanying notes are a part of these financial statements.

b Y
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.SILVER BELL INDUSTRIES, INC.
(A Develdpnyent Stage Corporation)

e e e ] =

'~ NOTES TO FINANCIAL STATEMENTS

Organization and Status of the Company:

Silver Bell Mines Co., the predecessor to Silver Bell Industries, Inc.,. was incorporated in Colorado
~ on July 31, 1944. During the period from 1944 to 1954, the company acquired certain mining claims
- located near Ophir, Colorado, developed the properties and mined ore which was processed in a mill . . -
< constricted :by.-the company. - Substantial operating losses - were . incurred, ‘and in 1954 the companyi e
ceased operations. From 1954 to 1965, the company was relatively inactive.

" In 1966, Silver Bell Mines Co. was reactivated and commenced claim. acqmsmon and evaluatlon,
work on a limited basis. Tn 1967 the company.acquired additional clauns and commericed exploration. .
This claim acquisition and exploratmn activity continued through 1968 Also during 1968, the company .
; . completed substantial repair and rehabilitation of its milling facilities. .In 1969, the company started
P - processing ore produced incidental to exploration of certain properties. owned by Silver Clad Mines,
L ~ 1Inc. (Silver Clad was acquired in a stock-for-assets exchange by Silver Bell Mines Co. in August 1969,
w1th the transaction accounted for on a pooling-of-interests basis.)

Silver Bell Industries, Inc. was incorporated in Colorado on September 15, 1969 for the purpose
- of acquiring the net assets of Silver Bell Mines Co. This acquisition was approved by the stockholders
of Silver Bell Mines Co. on October 30, 1969, and became eﬂ'ecti've on October 31, 1969.

In November 1972, Silver Bell Industries, Inc. acquired substanna]ly all of the assets (primarily

undeveloped uranium mining claims and leases) and assumed substantially all of the liabilities of

" Petro-Nuclear Ltd. in a nontaxable transaction for 1,200,000 shares of the company’s common stock.

(The transaction was accounted for as a purchase for reporting purposes.) In addition, subject to

stockhelder approval of an increase in the authorized shares of Silver Bell Industries, Inc. and subject

to certain other matters, the company agreed to issue. to the former stockholders of Petro-Nuclear -Ltd.

up to a maximum of 800,000 additional -shares of common stock. During. fiscal 1976, the company

- became involved in litigation concerning this acquisition. During fiscal 1977 the stockholders of Silver

Bell Industries, Inc. approved an increase in the authorized shares of the company. The company

_ reached settlements during fiscal 1977 with certain, but not all, of the former shareholders of Petro-
~ Nuclear Ltd., and subsequently settled with the remaining former shareholders of Petro-Nuclear Ltd.

during fiscal 1978. This transaction and associated litigation is further discussed in note 10.

‘ As of March 31, 1978 the company was involved in discussions and negotiations with another
) . . company relative to a potential sale of substantially all of Silver Bell’s assets to such other company.
: Such discussions and negotiations constituted the primary activities in which the company was engaged
as of March 31, 1978.

. See note 11 for subsequent event. -

2. Summary of Significant Accounting Policies:

-Unrecovered Costs of Mining Claims and Leases:

Mining claims and leases are carried at cost. The cost of those claims and leases acquired . with
cash or its equivalent is the amount of cash or its equivalent given for such properties. The costs of
those claims and leases acquired through the issuance of common stock is the estimated fair value of
the stock given for such properties at the time such properties are acquired.

Gain or loss on sales of mining claims and leases is included in income. When an interest is
retained in a property which is sold, the cost of the property is allocated between the interest retained

| | 93
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- and the interest sold on the basis of their. respective estimated. fair values. Gain or loss is recognized

SILVER BELL INDUSTRIES, INC,
(A Development Stage Corporation)

NOTES TO FINANCIAL STATEMENTS (Continued)

2. Summnry of Significant Accolmtmg Policies (Continued):

'equal to the difference between the cost allocated to the interest sold and the related proceeds of sale.

A transaction wherein the ‘company nominally sells mining claims and leases is accounted for as an

_-assngnment of an operating interest if certain factors are included i in the contract. See assignments below.

Opnon payments received on mining clanns and leases pursuant to an agreement which only pro-
vides that the optionee may subsequently elect to purchase the optioned property are recorded as
deferred credits. If the option is not exercised by the optionee, the payments which have been received
are credited to income in the period the option expires. If the option is exercised by the optionee,
the payments which have been received are included as part of the sales price. An option agreement
which provides that the optionee may both explore the property and may subsequently elect to purchase
the optioned property is accounted for as an assignment. See assignments below. Payments received
from a potenual purchaser for the right to inspect the accounting and geological records of the company
are credited to income as property evaluation fees when the agreed upon inspection period has ended.

Ass:gnments of mining claims and leases include not only those transactions which are direct
assignments, but may also include transactions which are in the form of sales agreements and trans-
actions which are in the form of option agreements. Those transactions which include all of the

- following factors are recorded as assignments:

e The coinpany may receive additional amounts under the contract as a result of elective completion
of the terms of the contract by the other party to the transaction.

e The other pérty to the transaction has the right, subsequent to the date of the contract, to explore
and/or develop the property. '

e Failure of the other party to the transaction to complete the terms of the contract will result
in reacquisition by the company of all of its pre-contract ownership interests in the subject claims

and leases.

‘When all of the above factors are present, a transaction is recorded as an assignment of a property
interest. -

Under an assignment, a substantial portion of the proceeds which may be received by the company
is dependent upon the clective continuation in the arrangement by the assignee. Accordingly, the fair
value of potential future proceeds to be received cannot be determined. Any nonrefundable amounts
(including any nonrefundable amounts which may be recoverable by the payor out of potential future
production) are credited to the carrying value of the property. Amounts received prior to production
in excess of the carrying value of the property are credited to income. If production commences, any
subsequent production payments received by the company are credited to income and the remaining
carrying value of the claims or leases, if any, is amortized over future estimated production.

The costs of abandoned mining claims and leases constituting an entire area of interest are charged
to income. The costs of abandoned mining claims and leases which are deemed nonessential to a
retained area of interest are allocated to the retained acreage.

Facilities and Equipment:
Facilities and equipment are carried at cost. The cost of facilities and equipment acquired with
cash or its equivalent is the amount of cash or its equivalent given for such properties. The cost of
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SILVER BELL INDUSTRIES, INC.
(A Development Stage Corporation)

~—— NOTES TO FINANCIAL STATEMENTS (Continued)

2. Summary of Significant Accounting Policies (Continued):

facilities and equipment acquired through the issuance of common stock is the estimated fair value

~of the stock given for such properties at the time such properties are acquired. Maintenance and repairs :
.. .are charged against income as incurred. Expenditures for’ major bcttermcnts are capxtahzed Gam. Gy B
" or loss on retirement or -disposition of facilities ‘and ‘equipment -is ‘included in income. TR

As a result of a shutdown of mlllmg and mining operations during the years ended March. 31,
.. 1976, 1977, and 1978 no depreciation on facilities and equlpment has been’ charged to income for . .
) those periods.

. Except for 315 000 of fire insurance Dl] milling iacxhtles thc company is sclf-msurmg its facilities
and. eqmpment

Explorauon and Developmem

Exploration costs (those expenditures incurred in the search for cmd definition of commercially.
recoverable reserves) are charged against income as incurred. Development costs (those expendi-
tures incurred in connection with bringing a property into production after it has been determined
that a commercially rccovexable_reservc exists on the property) are capitalized to the related property.

3. Note Recelvah]e-

The note recelvable is from a Director and Officer. On May 11, 1976, the Board of Directors
authorized the sale of undeveloped real estate (which had a carrying value of $98,086) to a Director
~ and Officer for a total consideration of $196,000 which was considered by the company to approximate
fair value. The sale was finalized on June 30, 1976. Consideration was comprised of a $100,000 down
payment and-a 7% note for $96,000. Payment of $50,000 plus accrued interest was received by the
company on March 31, 1977 and $46,000 plus accrued interest receivable was due March 31, 1978.
Interest was received through March 31, 1978, and the due date has been extended until February 1,
1979. ‘The unpaid balance is collateralized by a Note and Deed of Trust on the undevcloped real

estate which was sold. -

- 4. Notes Payable:
Notes payable as of March 31, 1978 -consist of the following:

7% uncollateralized note; dated March 29, 1974 and originally due April 30, 1975;
extended at various times; as of March 31, 1978 the note was due April 30, 1978, , "
but subsequent to the balance sheet date the note was extended to April 30, 1979.......... .$12,070
7% uncollateralized note; dated September 6, 1973 and originally due
September 6, 1974, extended at various times, most recently providing
~ that the note is payable in its entirety plus interest on May 31, 1979 - 50,000
$62,070

5. Commitments and Contingencies:

The assets acquired from Petro-Nuclear Ltd. (see note 10) include an approximate 35% -interest
in.a joint venture formed to explore and develop certain uranium properties in Wyoming. The
company is responsible for its proportionate share of the capital expenditures for the mmmg and
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- milling of .uranium reserves on the properties, but may elect-to have such expenduures camed by

SILVER BELL INDUSTRIES, INC.
(A Development Stage Corporﬁﬁon)

NOTES TO FINANCIAL STATEMENTS (Continued). -

5. Commitments and Conungencles (Continued) :

the operator and’ amortized from 90% of the production attributable to its interest. The company

has been informed by the operator that it has been carried for approximately $10,271,000 of expendi-

~ tures as of March 31 1978. This amount has not been reﬂected in the financial statements

Thc company is committed to make an annual - payment of $20 000 for certain mmmg clmms

. pursuant to a May 1970 option agreement (amended in January 1972). Through March 31, 1978,

the company has met the requirements of the agreement, as amended. Pursuant to ‘this agreement,
future option payments totaling $100,000 are required relative to these claims. This amount is not

reflected in the balance sheet as of March 31, 1978. In addition, the company is committed to make

annual- payments totaling $3,600 for certain other mining claims pursuant to the above noted agree-

ment. Pursuant to this agreement, future option payments of approximately $77,500 are required

relative to these claims. This amount is not reflected in the balance sheet as of March 31, 1978,
If all of the above minimum option payments are not made, the claims revert to the original owner,

- Under current agreements the required "annual assessment work to maintain rights in most of
the unpatented mining claims will be performed by others.

See note 6 for data as to common stock reserved and contingently issuable.

—In connection with option, sale and assngument ‘agreements relative to certain of the company’s

‘mining claims and leases, the company may receive additional proceeds in the form of option paymeuts -'

and mmlmum advance and production royalties in the future.

6. Common Stock Reserved and Contingently Issuable-
Srocfc Optwu.s'

At March 31, 1976, options to buy 361,200 - shares of the company’s common stock were
outstanding to certain stockholders of the company. During the fiscal year ended March 31, 1977
no additional options were granted and options for 96,732 shares were exercised (9,332 and 87,400
for $.75 and $1.00, respectively, per share). '

As of March 31, 1977, options to buy 264,468 shares of the company’s common stock were

- outstanding to certain stockholders of the company. Included therein were options for 30,000 shares

CHEV 005296

at $1.00 per share outstanding to a Director and Officer of the company. The options were granted
in connection with the acquisition of mining claims and leases and in connection with certain financing
arrangements. At various times the expiration dates of these options have been extended, and as of
March 31, 1977, they were due to expire on September 30, 1977. Data relative to these options as
of March 31, 1977 follows:

Fislcr;ai]ﬂ;lear Option Price : Totals
Option Granted $.75 $1.00 $1.25 Shares Dollars
197 - 22,800 22,800 $ 28,500
1972 6,000 6,000 7,500
1973 130,668 50,000 180,668 160,501
1975 o 20,000 35,000 . 55,000 50,000
Totals..oooooooooooe ... 150,668 35,000 78,800 264,468 $246,501
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SILVER BELL INDUSTRIES, INC.
(A Development Stage Corporation) .

NOTES TO FINANCIAL STATEMENTS (Contmued)

6. Common Stock Reserved and Contingently Issuable (Continued):
Option prices at the date of the grants were established by the Board of Directors. The options

- . were exercisable at the dates of the grants, or thereafter, and in certain cases (including all extensions
~during fiscal 1977) were subject to the availability . of .authorized and unissued ‘stock. All material

option grants were made at prices equal to or in excess of estxmated fair value of the stock. Accordmgly, s

- there have been no charges to mcome in connection with the optlons granted.

Durmg fiscal 1978, some of the above options' were extended to March 15 1978 and optmns to

" purchase the entire 264,468 shares were exercised at the prices indicated in the above table.. Thcrc

CHEV 005297

were no optlons outstandmg at March 31, 1978,

Perrdmg Acquisition::

On September 6, 1973 the company entered into an mtenm agrecment to acquire all of the
assets (primarily notes receivable and unpatented, patented and placer mining claims) of The Mancos
Corporation in exchange for 125,000 shares of the company’s common stock. The Mancos Corpora-
tion has loaned the company $50,000.which is evidenced by a 7% uncollateralized note, originally due
September 6, 1974, which has been extended at various times and is now due May 31, 1979. The
interim agreement with The Mancos Corporation provided, among other things, that subsequent to
the date of the agreement and prior to closing on the agreement, Silver Bell would not issue any
stock. Silver Bell issued stock subsequent to the date of the interim agreement, however, management
indicated that Mancos verbally agreed to waive the prohibition régarding stock issuance. Accordingly,
125,000 shares of Silver Bell were commgently issuable in connecnon with this proposed transacnon

- at March 31, 1978..

See note 11 for subsequent event.

7. Income Taxes

 As of March 31, 1978, the company has accumulatad operating losses for tax purposes of approxi-
mately $1,239,000 which amount is available for deduction from taxable income of future years. If not
~utilized, these estimated tax loss. can')rforwards will expire as follows:

Expires ) . .

March 31, Amount
(7 1 2O O SO SV U T $ 197,000
)L R T ST ST SRR SNy SO, Soupersse W 263,000
L. 5 OO 139,000
TIRE, s ccmmeersssmmrenvmememmssemmi SRS B A R R 245,000
1985 oo et eee oo et et et e 395,000

$1,239,000

Tax returns for the years in which these estimated loss carryovers were created have not been
-examined by the Internal Revenue Service.

- The company uses the flow through method of accounting for investment tax credits under
which the allowable credit ‘is recorded as a reduction of the provision for federal income taxes in the
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2 --year in which such credits are utilized. Unused investment tax credns amount to approxlmately $2 000 ©
at March 31, 1978. | - . "

Opcranous for the years ended March 31, 1976, 1977 and 1978 resulted. in losses for both. ;

SILVER BELL INDUSTRIES, INC.
(A Development Stage Corporation)

NOTES TO FINANCIAL STATEMENTS (an_t_imled)

7. Income Taxes. (Contmned)

book and tax purposes. Therefore, no provision for income taxes is required.

~ The book basis of unrecovered costs of miniug claims and leases exceeds the estimated tax basis
by approximately $2,700,000 at March 31, 1978. :

8. Net Loss Per Share of Common Stock:

Net loss per share is based upon the weighted average number of shares outstanding of 5,911,270

for the year ended March 31, 1976, 6,067,308 for the year ended March 31, 1977 and 7,201,709 for
‘the year ended March 31, 1978 '

9. Related Party Transactions: .
Mr. Eugene H. Sanders, President and Treasurer and a major stockholder of Silver Bell Industries,
Inc. has effected various transactions with the company during the three years ended March 31, 1978.
The most significant of thesé transactions are as follows: :

Convertible Notes Payable

Converublc notes were issued to Mr. Sanders at various nmes from 1970 through 1975. The notes
were issued for cash loans made by Mr. Sanders to the company. The notes had interest rates of

7% to 10%. At March 31, 1976, the principal amounts of the notes totaled $326,605. During fiscal

1977, these notes, plus accrued interest therecon, were converted by Mr. Sanders into 362,190 shares
of common stock.

Stock Options:
As described in note 6, options to purchase 264,468 shares of common stock were exercised
during fiscal 1978. Mr. Sanders purchased a total of 30,000 of these shares during fiscal 1978 at
$1.00 per share. During fiscal 1977, Mr. Sanders purchased - 20,000 shares under similar option

‘ -agreements. Market values of the stock at the dates of exercise were $1.65 per share (10,500 shares)

and $2.10 per share (19,500 shares) and $58,275 in total in fiscal 1978, and $1.75 per share and
$35,000 in total in fiscal 1977. There were no options outstanding at March 31, 1978.

Bonus:

Pursuant to resolutions by the Board o[ Directors, bonuses of $50,000 in fiscal 1978 and $150,000
in fiscal 1977 were authorized to a Director and Officer of the company (Mr. Sanders). The bonuses
declared were applicable to more than one fiscal year, and certain amounts were prepaid at the end
of each fiscal year. Accordingly, $77,650 was charged to expense in fiscal 1978 and $28,600 has
been reported as prepaid ofﬁcers bonus at March 31, 1978, and $93,750 was charged to expense in
fiscal 1977. -

Sale of Undeveloped Real Estate:

As described in note 3, certain undeveloped real estate was sold to a Director and Officer of the
company (Mr Sandcrs) during fiscal .1977.
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SILVER BELL INDUSTRIES, INC.

CHEV 005299

(A Development Stage Corporation)
'—— - NOTES TO FINANCIAL STATEMENTS (Continued)

9. Related Party Transactions (Continued):

Various members of the Board of Directors effected transactions with the compahy during the
three years cnded _March 31, 1978. A summary of the most significant of these transactions follows:

| Converrzble Notes Payab.'e

Convertible notes were issued in prior penods to various mdwlduals who were members “of thel
Board of Directors during all or part of fiscal 1977. The notes were issued primarily for cash loans,

“and had interest rates of 7%-10%.. During fiscal 1977, all of  these convertible notes (which  had.

principal amounts totaling $64,313 at March 31, 1976) were converted (plus interest) into 73,650
shares of common stock .by individuals (excluding Mr. Sanders) who were mcmbers of the Board
of Dlrectors during all or part of fiscal 1977. _ : e

Stock Oprions
, Options to purchase 96,732 shares of common stock were exercised during fiscal 1977. A
member of the Board of Directors (excluding Mr. Sanders) purchased 30,000 of these shares. .
Market value of the stock at the date of exercise was $1.75 per share or $52,500 in total. Excluding
Mr. Sanders, none of the members of the Board of Directors had remaining options to purchase
shares at March 31, 1977. As described in note 6 there were no optlons outstanding at March 31 1978.

10 Litigation:
In November of 1972, the company acquired substantially all of the assets (primarily undeveloped

" mining claims and leases) and assumed substantially all of the liabilities of Petro-Nuclear Ltd. in a
'nontaxable transaction for 1,200,000 shares of the company’s common stock. In addition, subject

to shareholder approval of an increase in the authorized shares of the company, and subject to other
matters, the company agreed to issue to the former shareholders of Petro-Nuclear Ltd. up to a maximum

‘of 800,000 additional shares of the company’s common stock.

Commcncmg in November 1975 the company has been involved in litigation with the former
shareholders of Petro-Nuclear Ltd. involving claims and counter-claims relative to the acquisition of

Petro-Nuclear Ltd.

Agreements for settlement of these lawsuits and for equitable settlements with non-litigant
former shareowners of Petro-Nuclear Ltd. were entered into in December of 1976. Two agreements
provided for the issuance and delivery of a total of 280,269 shares of Silver Bell stock to certain
litigants in final settlement and to certain non-litigants in equitable settlement of all asserted or potential
claims relative to their interests in the Petro-Nuclear Ltd. acquisition. A contingent agreement with
the remaining former shareholders of Petro-Nuclear Ltd. provided for the issuance of 321,406 shares
of Silver Bell stock and promissory notes totaling $128,284 in settlement. The 321,406 shares and
the notes were placed in escrow.

The conditions of the contingent agreement were not met and, accordingly, the contingent agree-
ment with the remaining former shareholders of -Petro-Nuclear Ltd. became of no force and effect.
The 321,406 shares and the notes were removed from escrow in April of 1977.

In September of 1977, an agreement for settlement of the lawsuit was entered into with the re-
maining former shareholders of Petro-Nuclear, Ltd. The agreement provided for the issuance and
delivery of a total of 400,000 shares of Silver Bell stock to the remaining litigants in final settlement
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SILVER BELL INDUSTRIES, INC.
(A Development Stage Corporaﬁon)

NOTES TO FINANCIAL STATEMENTS (Continued)

. 10. Litigation (Conimned).

L - of all asserted or potential claims -relative "to their -interests -in t.he Petro-Nuclcar Ltd acquisition.
) Suich shares were zssued and dehvered on September 29, 1977.

- ‘As a result of the above, there is no remammg litigation with respect to the Pctro—NucIear Ltd.
: I‘acqulslt:on as of March 31, 1978. :

~ The estimated fair market values at the times of issuance of the shares of common stock issued

during ﬁscal 1978 and 1977 for final settlement with all of the litigants in the Petro-Nuclear Ltd.

litigation, as described above, have been charged to the mining claims and leases account (and credited’

to appropriate stockholders’ equity) during the appropriate year. To the extent that properties which

_-were included in the Petro-Nuclear Ltd. acquisition have been sold in current or prior periods, amounts

. otherwise currently allocable to such properties have been charged to income during both fiscal 1978
and 1977. '

11. Subsequent Events:
The following significant events occurred subsequent to March 31, 1978:"

Sale of the Company:

As of May 15, 1978, the company entered into an agreement and plan of reorgamzatmn wuh
“Union Oil Company of California (Union) and Minerals Exploration Company (Minerals), a wholly-
owned subsidiary of Union. The agreement provides for the transfer of substantially all of the assets
of the company to Minerals in exchange for 418,095 shares of Union common stock and the assump-
tion by Minerals of certain liabilities and obligations of the company. The transaction is intended to
qualify under Section 368(a)(1)(C) of the Internal Revenue Code of 1954 as an exchange tax-free
to the company. Pursuant to this agreement, certain information will be filed with the Securities and
‘Exchange Commission to complete this transaction, and the agreement requires approval by at least
two-thirds of the holders of the company’s outstanding common stock. If the agreement is approved,
the Union stock will be distributed to the stockholders of the company according to their respective
‘interests and Silver Bell will then be dissolved pursuant to applicable state laws.

Cancellation of Interim Agreement with The Mancos Corporanon

On June 19, 1978 the company. signed a Conditional Release Agreement wh:ch provides for the
cancellation of the interim agreement described in note 6. Accordingly, the 125,000 shares of Silver
Bell which were contingently issuable at March 31, 1978 will not be issued. Closing and completion
of the Conditional Release Agreement is dependent upon approval by Mancos, Union and Minerals
of an agreement for Minerals to acquire all of the assets of Mancos in exchange for Union stock. The
agreement between Mancos, Union and Minerals is contingent upon completion of the agreement
between Silver Bell and Minerals, and must be approved by the holders of at least two-thirds of
Mancos common stock.
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SILVER BELL INDUSTRIES, INC.
(A Development Stage Corporation)

UNAUDITED SUPPLEMENTAL INFORMATION RELATIVE TO
- CASH RECEIPTS AND DISBURSEMENTS

The following is an unaudited schedule of cash receipts and dlsbursements for the three month

"penocl ended June 30, 1978:

CASH RECEIPTS

Lease security deposit refunds s 420
CASH DISBURSEMENTS - - o R
b General and admlmstratwe--.-, .................... OO, SRS, SV —_— O I -'$36,264 :
Exploration................ Beemmee S £ e easesseseaesasseysssamrenan T S _ . 6,230
ONET oo et ittt b o 5,010
Total Cash Disbursements......... e eSS eereeeeeereemseeneeneneee e 947,504
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THE MANCOS CORPORATION

UNAUDITED FINANCIAL STATEMENTS

December 31, 1977, 1976, and 1975
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ASSETS .
| SN B 1977 1976 1975
~ CURRENT ASSETS : I . |
S Cashinbank . i e e B e e 367'_' s B>
Interest receivable....._........ S ot S 1,613 . 559 1259

) TOTAL CURRENT. ASSETS... o — T 2,756

'LAND, EQUIPMENT AND BUILDINGS (Nt IA) T T e
Land oo S, 13,417 13,417 13,417
Equipment and buildings...... A TSR Y 21,540 21,540 21,540
. BT o ' . 34,957. 34,957 . -34,957
Accumulated depreciation..................cccco...... PR 14,946 14,946 14,946

NET LAND, EQUIPMENT AND BUILDINGS.... 20,011 20,011 20,011
OTHER ASSETS - | | |

) ‘Note receivable — stockholder (Note 2) .................................. 30,000 30,000 30,000
Note receivable — Silver Bell Industries, Inc. (Note 3) . 50,000 | 50,000 - 50,000
‘Development and exploration cost (Note 1B).__...................... - 133,980 133,980 - 133,980
Reorganization cost (Note 1C) .....ooooooooooo 9,983 9,983 9,983

TOTAL OTHER ASSETS...._.. ... 223,963 223,963 223,963
TOTAL ASSETS...oooooooooooooeooooooo $245.954  $246,730  $246,896
LIABILITIES AND STOCKHOLDERS’ EQUITY
CURRENT LIABILITIES | '_ . - :

Accounts payable — trade.-._ ........ o R O $ 100 $ 100 $ 100
~ Acerued payroll ..o 356 346 348
Accrued PAPTIN S vcsimrmisssssigs s o T S SR S R | 241 : 262 221
Accrued property tax. ... SR 809 955 955
Deferred interest income..................... A LA O —0- - -0 1,797
o - TOTAL CURRENT LIABILITIES... ... 1,506 1,663 3,421

- STOCKHOLDERS’' EQUITY | . '

" Capital stock (NOte 4) ... 17,652 17,652 17,652
Paid incapital ..o . 362,222 362,222 362,222
Accumulated deficit. ... (135,426)  (134,807)  (136,399)

TOTAL STOCKHOLDERS EQUITY.. ... 244,448 245,067 243,475

TOTAL LIABILITIES AND STOCKHOLDERS'
= BOUITY. o s sssmisassgncice S085,95%  $246730  $PA6.:896
' These Unaudited Financial Statements Should Be Read Only In

- Connection. With- The Accountants’ Report, Footnotes And
Statements Of Accounting Policy.
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THE MANCOS CORPORATION

BALANCE SHEET
(Unaundited) -

December 31, 1977, 1976, and 1975
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THE MANCOS CORPORATION

- STATEMENT OF OPERATIONS-
(Unaundited)

For the Years Ended December 31, 1977, 1976, and 1975

_ _ L1977 1976 1975 .
e INCONIB® . = T _ =
" Interest.............. SRS - eeenenenne aaeaeenreenene e 3 5,517 8 7,980 § 5,600
Royalty income...................... SRR W . ) 203 197 - 351
| ‘" TOTALINCOME........ooooooooe.. ersts e 5720 8177 . 5,951
- OPERATING EXPENSES - ' - 5 . B
" DRI «osucssssscsmmissmmmscmmbesmusomsvsinacsansss - 200 275 265
AIOREERION. oo Do psassesasadss S A— % —0- -0- - 38
DO BTN CR covcoscomsimemmmsasssmmmssns tmossss o mmcin ot S S 155 120 -0 -
o BB ORI s s s T S A S S A SR 15 24 32
Salaries. ... e SN SO S 4,800 4,800 4,800
IO R 418 369 302
Taxes — PrOPETtY. ..ooooweeemeeemeemremre e e eneee JR— WRERPU—— 699 = 955 993
SOMACE RIS BRIl s S s 47 42 41
Interest eXPense. ... ..o e TR, S s i i 5 0 —0-
TOTAL OPERATING EXPENSES......o.o.ooooooooe. 6,339 6,585 6,471
NET INCOME (LOSS) FOR THE YEAR ... s $ (619) § 1,592 $ (520) :
- INCOME (LOSS) PER SHARE (Note 5).......cocoomuorrieerneueae $(.00035) $ .0009 $(.0003

These Unaudited Financial Statements Should Be Read Only In
Connection With The Accountants’ Report, Footnotes And
Statements of Accounting Policy.
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THE MANCOS CORPORATION

STATEMENT OF ACCUMULATED DEFICIT
(Unaudited) -

For the Years Ended December 31, 1977, 1976, and 1975

1977 1976 1975
ACCUMULATED DEFICIT — January | E——— $( 1‘34.,807) $(136,399) “$(135 ,_879)_
i . Netincome (loss) for the year ended December 31...........cccoooeo. (619) 1,592 . (520) .- - |
il ACCUMULATED DEFICIT — December 31..50...0. ... _$135,426) $(134,807) $(136,399) .. =
These Unaudited Financial Statements Should Be Read Only In
Connection With The Accountants’ Report, Footnotes And
Statements of Accounting Policy.
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THE MANCOS CORPORATION

STATEMENT OF CHANGES IN FINANCIAL POSITION

(Unaudited)

For the Years Ended Decamb_gr_'.’fl, 1977, 19'76,_' and 1975

FINANCIAL RESOURCES WERE PROVIDED BY:

Net income for the o111 IO :

I‘INANCIAL RESOURCES WERE USED FOR:

" Net loss for the POIIO. oo e e ee e

 Less expenses not requiring outlay of current

working capital — amortization...............iioeeeeeeiecec e acaacaenaee
INCREASE . (DECREASE) IN WORKING CAPIT AL....

ANALYSIS OF INCREASE (DECREASE)
IN WORKING CAPITAL

Increase (decrease) in current assets

Cash in bank .............

(Increase) decrease in current hablhtles

Accrued payroll... ... e
Accrued payroll tax. ... e — _
AcCrued ProPerty taX. .. . oo oeeeeeecemeceeaeemeeicae e eeseeeaenceenaen
Deferred interest income........................ L A U S AR

- INCREASE (DECREASE) IN WORKING CAPITAL....

These Unaudited Financial Statements Should Be Read Only In
Connection With The Accountants’ Report, Footnotes And
Statcments of Accoummg Pollcy
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1977 1976 1975
$ 0-  $1592 § -0
619) - -0— (520)
—0— - - 38 .
$ (619) $ 1,592 § (482)
$(1,830) $ 534 § 837
1,054 (700) 513
(776) (166) 1,350
(10)- 2 (24)
21 (41) 100
146 -0 (111)
—0- 1,797 (1,797)
157 1,758 (1,832)
$ (619)  $ 1,592 $ (482)
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THE MANCOS CORPORATION

NOTES TO UNAUDITED FINANCIAEL-STATEMENTS
December 31, 1977, 1976, and 1975

Note 1 Significant Accounting Policies

1A — Land, buildings and equipment are recorded at cost. Depreciation on the equipment and

‘buildings has been temporarily suspended since they are not presently bemg utlllzed It is felt by

management this non-usage substantially halts deprecratlcm

1B — Development and exploration costs are recorded. at cost and are not being amortlzcd until

“such time as production starts and the benefits of these expenditures accrue- to the Company. If

production is never resumed, development and exploration cost would have minimal value.

1C — Reorganization costs are‘-r.'ecorded at cost and are not being amortized. They consist. of
legal fees related to the pooling of interest reorganization of U.S. No Joint Concrete Pipe Company,

First National Oil and Minerals Company, Red Arrow Gold Corporation and The Mancos Corporation

on July 10, 1970.

Note 2. Note Rece_ivable — Stockholder
This note is due November 29, 1978, bears interest at 7% per annum and is unsecured.

‘Note 3 Note Receivable — Silver Bell Industries, Inc.

This 7% uncollateralized note; dated September 6, 1973, and ongmally due September 6, 1974,
extended at various times, more recently providing that the note 1s payable in its entirety plus interest
on May 31, 1979.

Note 4 (,apltal Stock

There are 5,000,000 shares of $.01 par value sharcs of common stock authorized. There were
1,765,219 shares issued and outstanding at December 31, 1977.

Note 5 Income(Loss) Per Share

Income (loss) per share was computed usmg the weighted avcrage number. of shares outstanding
dunng the year

Note 6 Supplementzl Information

Unaudited information relative to cash receipts and dlsbursements for the period January 1, 1978 to
June 30, 1978. ;

Cash Receipts: _ : :

IORIESE ... i i vaesiniiamdan et e sdnsmassiosbomasiins s snss on s s m ek sm st e sams s s e en S .. $4,254

Leases............. S SRR = R IS 106
TOTAL CASH RECEIPTS ' : : 4,360

Cash Disbursements: :

Wages and payroll taxes............ TSSO E———— - 2,245

PLOPEIEY PARCS: cnviimrnsseensicmmmmesmeermeesesrmmmmser it o S SRR R b S SS R 5 809

Acccuntin:g...._-_ 195

Colorado COrPOFAtON TEPOITS........c.. cueemreeruacuncseemsnseaseo s e 90
TOTAL CASH DISBURSEMEBNTS.........cciwmsisnlosissiasnsismmspoitnssassesssss s 3,339
CASH RECEIPTS OVER CASH DISBURSEMENTS FOR THE PERIOD........ $1,021
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ANNEX I
PLAN OF LIQUIDATION, DISTRIBUTION OF SHARES

AND DISSOLUTION OF
SILVER BELL INDUSTRIES, INC.

The following Plan of Liquidation, Distribution of Shares, and Dissolution of Silver Bell Industries,
Inc. (the “Company™), héreinafter called the “Plan”, shall be effective only upon ‘the ‘adoption .and -
approval of the Plan at a meeting of shareholders of the Company by the affirmative vote of the holders
of record of two-thirds (2/3rds) of the outstanding shares of the Company. The day of such adoption ..
and approval by the shareholders is hereinafter called the “Effective Date.” '

1. As promptly as practicable after the Effective Date, but in no event later than one year after
the Effective Date, the Company shall be dissolved in accordance with the laws of the State of Colorado.

2. After the Effective Date, the Company will cea_sé the active conduct of its business and will
wind up its affairs within the 12-month period beginning on the Effective Date, liquidate and distribute
all of its assets in complete liquidation, less any assets retained or distributed to meet claims and liabilities.

, 3. The officers and directors of the Company are authorized from time to time to negotiate and
i to consummate sales of all or any portion or portions of the properties of the Company on such terms
and conditions as they in their discretion shall deem beneficial to the Company, including the assumption
by the purchaser or purchasers of any or all liabilities of the Company. '

4. All known or ascertainable liabilities of the Company shall be promptly paid or provided for.
There may also be set aside and retained, in cash, securities, or other assets, a reserve fund in an.
~amount estimated by the directors of the Company to be necessary for the payment of estimated
expenses, taxes, and contingent liabilities (including expenses of liquidation, termination of existence,
distribution of assets, and dissolutien). If the directors in their discretion deem it advisable to
distribute a reserve for the aforesaid purposes to a trustee in lieu of retaining the same, such trustee
arrangement shall be deemed to have been approved by all of the sharcholders upon the approval
of this Plan by the requisite two-thirds (2/3rds) vote.

5. Prior to the expiration of the 12-month period beginning on the Effective Date, all of the

assets of the Company which, in the opinion of its directors, need no longer be retained or distributed

to a trustee as a reserve fund or to meet claims or liabilities shall be distributed to the holders of the
Company's shares.

6. The foregoing distributions to complete the liguidation shall be in exchange solely for, and
in complete redemption and cancellation of, and in payment for all of the outstanding shares of the
Company. The shareholders shall surrender their certificates as a condition to anmy distribution.

7. The Board of Directors will fix a record date. for the determination of shareholders eligible
for any distribution under this Plan.
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ANNEX I
PLAN OF LIQUIDATION, DISTRIBUTION OF SHARES

AND DISSOLUTION OF | .
THE MANCOS CORPORATION

The following™ Plan of Liquidation, Distribution of Shares, and Dissolution of The Mancos

- Corporation (the “Company”), hereinafter called the “Plan”, shall. be effective _only upon the adoption .
“and approval of the Plan at a meeting of shareholders of the Company by the affirmative vote of the

holders of record of two-thirds (2/3rds) of the outstanding shares of the Company. The day of such
adoptlon and approval by the shareholders is heremafter called the “Eﬁectwe Date”.

1. As promptly as practicable after the Eﬁectwe Date but in no event later than one year
after the Effective Date, the Company shall be dlssolved in accmdance wnth the laws of thc State of

‘Colorado.

"2, After the Efl’ec-tivc Date, the Company will céase'the active conduct of its business and will

~wind up its affairs within the 12-month period beginning on the Effective Date, liquidate and distribute

all of its assets in complete liquidation, less any assets retained or distributed to meet claims and
liabilities.

3. The officers and directors of the Company are authorized from time to time to negotiate
and to consummate sales of all or any portion or portions of the properties of the Company on such

terms and conditions as they in their discretion shall deem beneficial to the Company, including the
assumption by the purchaser or purchasers of any or all liabilities of the Company.

4. All known or ascertainable liabilities of the Company shall be promptly paid or provided

for. There may also be set aside and retained, in cash, securities, or other assets, a reserve fund in

an- amount estimated by the directors of the Company to be necessary for the payment of estimated
expenses, taxes, and contingent liabilities (including expenses of liquidation, termination of existence,
distribution of assets, and dissolution). If the directors in their discretion deem it advisable to distribute
a reserve for the aforesaid purposes to a trustee in lieu of retaining the same, such trustee arrangement
shall be deemed to have been approved by all of the shareholders upon the approval of this Plan by
the requisite two-thirds (2/3rds) vote.

5. Prior to the expiration of the 12-month period beginning on the Effective Date, all of the assets

‘of the Company which, in the opinion of its directors, need no longer be retained or distributed to a

trustee as a reserve fund or to meet claims or liabilities shall be dlstnbuted to the holders of the
Company’s shares. -

6. The foregoing distributions to complete the quuidatibn shall be in exchange solely 'for, and
in complete redemption and cancellation of, and in payment for all of the outstanding shares of the

"Company. The shareholders shall surrender their certificates as a condition to any distribution.

7. The Board of Directors will fix a record date for the determination of shareholders eligible
for any distribution under this Plan.
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o ANNEX III
AGREEMENT AND PLAN OF REORGANIZATION

This Agreement and Plan of Reorganization is entered into as of the 15th day of May, 1978, among
SILVER BELL INDUSTRIES, INC. (Silver Bell), a Colorado corporation; UNION OIL COMPANY
OF CALIFORNIA (Union), a California corporation; and MINERALS EXPLORATION COMPANY
(Minerals), a California corporation and wholly-owned subsidiary of Union. |

* WITNESSETH:

; | | WHEREAS Silver Bell is a development stage corporatmn engaged primarily in the acqulsmon
S ‘of ‘interests in and to mineral propertles and conducts exploration thereon directly or through partners,
lessees, purchasers, and optionees for many types of minerals; and

: : WHEREAS the Boards of Directors of Silver Bell, Union and Minerals, respectively, deem it advis-
able in their common best interest and inthe best interest of their respective shareholders that Minerals
acquire substantially all of the assets of Silver Bell pursuant to this Agreement and appllcable provisions
of law and as a plan of reorganization within the purview of Section 368(a)(1)(C) of the Internal

Revenue Code of 1954 as amended and have approved and adoptcd this Agreement and Plan of
Reorganization; and

WHEREAS, contemporaneously with the execution and delivery of this Agreement, the Parties
hereto are etfectmg the reorganization as hereinafter set forth pursuant to which Minerals is acquiring
substanually all of the assets of Silver Bell for:

A. 418,095 shares of Union’s common stock, bemg the only Class of stock Union has out-
standing; and -

B. The assumption by Minerals of certain liabilities and obligations of Silver Bell; and

WHEREAS, it is contemplated that the shares of Union’s common stock issued to Silver Bell as
consideration for the transfer of substantially all of Silver Bell's Assets to Minerals (except to the
extent that -sales.of such shares may be made to provide cash to pay persons entitled to fractional
shares, to pay expenses of Silver Bell and to make payments to any dissenting Silver Bell shareholders)
will then be distributed to the shareholders of Silver Bell in complete liquidation of Silver Bell accord-
ing to their respectwc mterests and -that Sllver Bell will then be dissolved pursuant to applicable
‘state laws.

AGREEMENT

NOW, THEREFORE, in cons:deratmn of the premises and sub]ect to the terms and conditions.
hereinafter set forth, Silver Bell,. Umon and Minerals hereby each agree as follows:

ARTICLE I |
SALE OF ASSETS BY SILVER BELL

1.01 The Sale. Subject to the terms and conditions of this Agreement, Minerals shall purchase
and accept delivery from Silver Bell and Silver Bell shall sell and deliver to Minerals the Assets (as
‘hereinafter defined). '

1.02 The Assets. The Assets are all properties and rights of every name and description, real,
personal, mixed, tangible and intangible, wherever situated or owned by Silver Bell at the time of closing
hereunder, including but not by way of limitation those certain properties substantially as described
in thc schedulcs attached to and by reference made a part of instrument styled Assngnment and Con-
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veyance of Mineral Properties attached hereto as Exhibit 1, and by this reference made a part hereof

for all purposes; provided, however, the term “The Assets” shall not include cash on hand, in banks
(including certificates of deposit) and on deposit with third parties as of the date of closing.

“ARTICLE II =~
THE CONSIDERATION

’2.01 Cons:derauon The consideration for the Assets consists of:

A. Four hundred eighteen thousand ninety-five (418,095) shares of Unlons common

stock duly registered, as hereinafter provided, to be lssued by Union to Silver Bell at the time of
closmg

B. The assumpnon by Minerals of certain specnﬁed oblngauans of Silver Bell.

2.02 Minerals Not A Successor Corpomﬁon. When and if the transaction contemplated by this
Agreement is consummated, Minerals shall have only acquired the Assets of Silver Bell and shall not
be considered as a successor corporation to Silver Bell; provided, however, Minerals shall as of the
time of closing execute and deliver to Silver Bell an instrument- whereby Minerals assumes all of Silver
Bell's obligations under all of those certain agreements listed in Schedule of Obligations, attached
hereto as Exhibit 2 and by this reference made a part hereof for all purposes. Such instrument of

assumption shall provide (subject-to such- exceptions as are set forth herein and shall be set forth

in such instrument) that Minerals shall assume and indemnify Silver Bell against and hold it harmless
from any and all obligations in connection with the Assets arising subsequent to the time of closing.
Silver Bell shall remain liable for all obligations not listed in Exhibit 2 or otherwise assumed by Minerals
including but not limited to obligations to shareholders, including dissenting shareholders.

ARTICLE III

THE CLOSING
3.01 . Time and Place. The Closing with respect to the transactions contemplated by this Agree-
ment shall be held on August 31, 1978, at 10:00 A.M. Pacific Daylight Savings Time, at the offices
of Union Oil Company of California, 461 South Boylston Street, Los Angeles, California 90017, or

at such earlier or later time or at such other place as may be agreed upon by the Parties, such time
being referred to herein as “Time of Closing.”"

3.02 Instruments of Conveyance. At the Time of Closing, Silver Bell shall assign, transfer and
deliver to Minerals the Assets by executing and delivering the Assignment and Conveyance of Mineral
Properties (Exhibit 1) and all other instruments, documents of title conveyances, bills of sale, assign-
ments and other instruments necessary or desirable to convey, transfer and assign the Assets to Minerals.

- 3. 03 Issuance of Union’s Common Stock. At the time of closing, Union shall issue the shares of
common stock provided for in Section 2.01 to Silver Bell.

ARTICLE 1V
REPRESENTATIONS AND WARRANTIES OF SILVER BELL
Silver Bell represents, warrants and agrees as follows: |

4.01 Corporate Existence. Silver Bell is a corporation organized and existing under the laws of

- the State of Colorado, is authorized to hold interests and rights to mineral properties and is authorized

CHEV 005313
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: 4 02 Corporale Powers Silver Bell has the legal power and right to enter into this Agreement and

the consummation of the transactions. contemplated hereby will not result in the breach of any term or -

condition or constitute a default under any agreement or other instrument relating to or affecting the
Assets to which Silver ‘Bell is a' party or by which it is bound subject only to the obtaining of the
consents, waivers and releases listed in the Schedule of Consents attached hereto as. Exhlblt 3 and by
this reference made a part hereof for all purposes.

) 4.03 Assets Free ot Encumbmnces The Assets are free and, clear of hens charges. ancl encum:=.
" brances excépt: o

_ A. Minor imperfections in title which do not matenally affect the operation or matenal]y
detract from the value of the Assets; . : - ;

B. Encumbrances arising from the terms and pl‘OVISIOnS of the various agreements relating to
the propert:es, which agreements are described in the schedules attached te the A551gnment and
Conveyance of Mmeral Propertles (Exhibit 1 )

4,04 No Subsndlan_es. Silver Bell has r_lo_submdieries.

4.05 No Defaults. Silver Bell has not received any notice of default and does not have knowledge
of any circumstances of any person intending to declare a default of any material nature under any
agreements or other insttum’ents relating to or affecting the Assets.

4.06 No Finders’ Fees. Silver Bell has not_ mcurred any obhgatlon (contingent or otherwise) for
brokers’ fees or finders’ fees in connection with the transactions contemplated by this Agreement.

4.07 No Litigation. There are no pendmg actions, suits or other proceedings affectmg all or any

part of the Assets. -———

4.08 No Rights to Others. Silver Bell has not granted to any person other tham Union and

Minerals any rights (legal or equitable, direct or indirect, vested or contingent) with respect to the
Assets which shall be operative at, the Time of Closing and which has not been disclosed in the schedules
attached to the Assngument and Conveyanee of Mineral Pr0pert1es (Exhibit 1).

4. 09 Corréctness of Exhibits. Each of the Exhibits referred to herein delivered by Silver Bell to
Union pursuant to this Agreement is substantially complete and the information reported therein is
correct as of the date of this Agreement

410 Compliance with Securities Laws. When the Registration Statement referred to in Article VI
or any post-effective amendments thereto shall become effective, and when the Proxy Statement referred
to in Article VI or any amendment thereto shall be mailed to holders of securities of Silver Bell, and at
all times subsequent to such effectiveness or mailing up to and including the Time of Closing, such
Registration Statement and such Proxy Statement and all amendments or supplements thereto, with
respect to all information set forth therein relating to Silver Bell and in respect of this Agreement and
Plan of Reorganization will comply in all material respects with the provisions of the Securities Act of
1933 as amended (the “Securities Act”), and the Securities Exchange Act of 1934 as amended (the

“Exchange Act”), and the rules and. regulations of the Securities and Exchange Commission (the

“SEC”) thereunder and will not contain any untrue statements of a material fact or omit to state a
material fact required to be stated therein or necessary to make the statements contained therein not

misleading..

4.11 Silver Bells 10-K. The information included in Silver Bell’s Annual Report on Form 10-K
for its fiscal year ended March 31, 1977, (Silver Bell’s. 10-K) is true and correct in all material respects
and does not contain any material untrue statements of material fact or omit to state any material fact
necessary to make the statements made therein not misleading. '
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ARTICLE V
REPRESENTATIONS AND WARRANTIES BY UNION

Umon represents, warrants and agrees as follows:

.-~ ~5.01- Organization, etc. Union and edch subsidiary named in ‘Union’s Annual Rsport on Form

~ 10-K for the fiscal year ended December 31, 1977 (the “Union 10-K”) (except for Collier Carbon and
Chemical Corporanon which has been merged into Union) is. a corporation duly organized, validly

- existing ‘and in good standing under the laws of its jurisdiction of incorporation, and Minerals is a =
corporatlon duly organized, validly existing and in good standing under the laws of the State of California.

5.02 Capital Slock of Union. As of March 31, 1978, the authorized: capital stock of Union con-
sisted of 65,000,000 shares of common stock, par value $84 per share, of -which- approximately
42,299,000 shares were issued and outstanding. As of the date of this Agreement, there are no out-
standing options, warrants or other rights to subscribe for or purchase from Union or any of its
subsidiaries any capital stock of Union or securities convertible into or exchangeable for capital stock of
Union except upon conversion of the options and other securities listed in Exhibit 4 attached hereto
and by this reference made a part hereof for all purposes and except that as of March 31, 1978, less
than 650,000 shares of Union’s capital stock were reserved for issuance in connection with the plans
listed in Exhibit 4. Such issued shares of Union are and any shares reserved for issuance pursuant to
such plans or upon such exercise or conversion prior to the Time of Closing of this Agreement will be
duly authorized, validly issued and outstanding, and fully paid and nonassessable. :

PR

5.03 Union’s SEC Reports.

— A. Union has previously furnished Silver Bell a true and complete copy of (i) the Union
IO-K and (ii) Union’s Quarterly Report on Form 10-Q for the quarter ended March 31, 1978
(the “Union 10-Q”). The financial statements contained in the Union 10-K and the consolidated
balance sheet and the statement of consolidated earnings contained in the Union 10-Q have been
prepared in conformity with generally accepted accounting principles, except for information
omitted in accordance with the instructions to Form 10-Q, and fairly present the financial position
of Union and the results of operations of Union on a basis consistent with prior periods. The
consolidated balance sheets of Union and its subsidiaries as at December 31, 1977 and 1976,
contained in the Union 10-K fairly present the consolidated financial condition of Union and its
subsidiaries as at the dates thereof; the related statements of consolidated earnings of Union and its
subsidiaries contained therein fairly present the results of the operations thereof for the fiscal years
-then ended; and the consolidated summary of operations of Union and its subsidiaries contained
therein fairly summarizes the operations thereof for the five fiscal years ended December 31, 1977.
The consolidated balance sheets of Union and its subsidiaries as at March 31, 1978 and 1977
contained in the Union 10-Q fairly present the financial position of Union and its subsidiaries at
March 31, 1978 and 1977 and the related statements of consolidated earnings of Union and its
subsidiaries for the three month periods ending March 31, 1978 and 1977 contained therein fairly
present the results of the operations thereof for the periods indicated, subject in each case to normal
year end audit adjustments. For the purposes of this Agreement, all financial statements referred
to in this Section 5.03 shall be deemed to include any notes to such financial statements.

B. Neither Union nor any of its subsidiaries or affiliates has any liabilities or obligations,
either accrued, contingent or otherwise, which, individually or in the aggregate, are material to
Union and its consolidated subsidiaries-considered as a whole, and which have not been:

(i) reflected in the consolidated balance sheet of Union and its Sl.leldlarleS as at
December 31, 1977; or - v

(ii) specifically described in any schedule furnished to lever Bell in connection here-
wnth or
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(1i1) incurred in the ordinary course of business.
Union’s obligations with respect to pension liabilities are disclosed in the Union 10-K____

C. Except as set forth in Exhibit 5 attached hereto and by this reference made a part hereof
for all purposes, or as described in the Union 10-K or the Union 10-Q, there are no claims against
or liabilities or obligations of, or any reasonable legal basis known to Union for any claims against
or liabilities or obligations of Union or any of its subsidiaries which, individually or in-the aggre-

gate, might result in or cause any material adverse change in the consehdated ﬁnanclal condmon
. .or results of operations‘of Union and its subsidiaries. = -~ B A g o

D. Except as set forth in Exhibit 6 attached hereto and by this reference made a part hereof

for all purposes or in the Union 10-K or the Union 10-Q, there has not been, occurred or arlsen_.l._ &

since December 31, 1977, whether or not in the ordinary course of busmess

(1) any material adverse change in the financial condition or results of operations of

Union and its subsidiaries considered as a.whole, from that shown on the consolidated financial
statements for the year ended December 31, 1977; or

(ii) any damage or destruction in the nature of a easualty Ioss whether covered by
‘insurance or not, materially and adversely affecting any property or business of Union or any
of its subsidiaries which in material to the consolidated financial condition or results of
operations of Union and its subsidiaries; or

(iii) any actual or, to the knowledge of Union, any threatened strike or other labor
trouble or dispute which materially and adversely affects, or which insofar as Union knows
might materially and adversely affect, the business or prospects of Union and its sub51d13r1es :
considered as a whole; or

(iv) any other event, condition or state of facts of any character (but not including
general or political conditions affecting the petroleum industry or industrial companies in
the United States) which materially and adversely affects, or threatens to materially and
adversely affect, the results of operations or business or financial condition or prospects of
Union and its subsidiaries considered as a whole.

~ Union and its subsidiaries have not engaged in any transaction material to Union and such
subsidiaries, taken as a whole, not-in the ordmary course of its business since December 31, 1977,
except as set forth in such Exhibit 6.

5.04 Status of Union Common Stock. The shares of Union common stock to be issued to Silver
Bell pursuant to this Agreement, when so issued, will be duly and validly authorized and issued, fully
paid and nonassessable. The number of shares of Union common stock to be issued to Silver Bell
in accordance with numbered Section 2.01 shall be adjusted in the event that subsequent to the date
of this Agreement but prior to the Time of Closing the outstanding shares -of-Union-common stock
shall have been changed into or exchanged for a different number or kind of share or securities through
reorganization, recapitalization, reclassification, stock dividend, stock split, reverse stock split or other

- like changes in Union capitalization, then an appropriate and proportionate adjustment shall be -made

in the number and kind of shares or securities to be delivered to Silver Bell pursuant to this Agreement,
it being understood that in.no event shall other than Union common stock as then constituted be

‘issued pursuant to this Agreement.

5.05 No Breach of Statute or Contract; Governmental Authorizations; Required Consents. Neither
the execution and delivery of this Agreement by Union and Minerals, nor compliance with the terms and
provisions of this Agreement by Union and Minerals will conflict with or result in a breach of any of -
the terms, conditions or provisions of the Certificate of Incorporation or By-laws of Union or any of its
subsidiaries or any judgment, order, injunction, decree, regulation or ruling of any court or govern-
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mental authonty, domestic or foreign, to which Union or any of its subsidiaries is subject or of any

agreement, contract or commitment to which Union or any subsidiary is a party and which is material -

" to the financial condition or the results of operations of Union and its subsidiaries considered as a

whole, or constitute a material default thereunder, or give to any others any interest or rights, including . .

rights of termination, cancellation or acceleration, in or with respect to any of such agreements,,-

contracts Or commitments, Of otherwise require the consent or- approval of any person,

5.06 No Llhgnlmn or Adverse Events. There is no suit, act:on legal or admxmstraﬂve, arbltrat:lon B
or other proceeding or governmental investigation, pendmg or as to which Union or any of its sub-
- sidiaries has received in writing any claim or-assertion, which might individually or in'the aggregate,

materially and adversely affect. the financial condition or results of operations of Union and its sub-

"_and by this reference made a part hereof for all purposes. .

CHEV 005317

sidiaries considéred as a whole, except as set forth in the Union 10-K or in Bxh:bxt 7 attached hereto' '

5.07 Authnﬁzation of Agreement. The execution and delivery and, subject to requisite approval

by Union, the performance of this Agreement have been duly and validly authorized and approved by

the Boards of Directors of Union and Minerals and Union and Minerals have taken, or will use their

best efforts to take prior to the Time of Closing, all action required by law, their respective Certificates
of Incorporation and By-laws and all other action required.to authorize the execution, delivery and
performance of this Agreement. :

5.08 Registration Statement and Proxy Statement. When the Registration Statement referred to
in Article VI or any post-effective amendment thereto shall become effective, and when the Proxy

Statement included therein is mailed to Silver Bell shareholders for the purpose of securing shareholder

approval for this Agreement or any amendment or supplement thereto, and at all times subsequent to
such effectiveness or mailing up to and including the Time of Closing, such Registration Statement and
such Proxy Statement and all amendments or supplements thereto, with respect to all information set
forth therein relating to Union and Minerals and in respect to all information set forth therein relating
to this Agreement, (i) will comply in all material respects with the provisions of the Securities Act
and Exchange Act, respectively, and the rules and regulations of the SEC thereunder and (ii) will
not contain any untrue statement of a material fact or omit to state a material fact required to be
stated therein or necessary to make the statements contained therein not misleading.

5.09 Brokers’ or Finders’ Fees. Union has incurred no obligation (contingent or otherwise) for
brokers’ fees or finders’ fees in connection with the transactions contemplated by this Agreement.

5.10 Report on Form 10-K. The information included in the Union 10-K prewously delivered
by Union to Silver Bell is true and correct in all material respects.

5.11 Correctness of Exhibits. Each of the Exhibits referred. to herein delivered by Union to
Silver Bell, pursuant to this Agreement, is substantially complete and the information reported therein
is correct as of the date ot this Agreement.

_ ARTICLE VI |
TRANSACTIONS PRIOR TO. CLOSING

601 Investigations of Business of Silver Bell and Union. Between the date of this Agreement
and the Tnnc of Closing, Union, Silver Bell and Minerals each agree to give the. other full access to
its prermses books and records for the purpose -of mvesngatmg its business and the conduct thereof.
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6.02 Registration Statement and Proxy Statement. Prior to the Time of Closing, Union shall

prepare and file with the SEC a Registration Statement on Form S-14 under the Securities Act for -

the purpose of registering the shares of Union common stock to be exchanged for the Assets and
shall duly comply with all applicable state securities or “Blue Sky Laws.” As soon as .practicable after
the Registration Statement becomes effective, Silver Bell shall mail the Proxy Statement included in
said Registration Statement to its shareholders and shall submit this Agreement to its shareholders for
approval as provided by law and its Articles of Incorporation at a meeting which shall be held as soon

as practicable after the effective date of the Registration Statement..

| 6;03 Listing of Union Common Stock. Union . has obtained, or shall use reasonable efforts to

" obtain prior to the Time of Closing approval for the listing on the New York, Midwest. and. Pacific
-Stock: Exchanges upon official notice of issuance of the shares of Union common stock to be exchanged

for the Assets. - : ., ; ; . b s

-~ 6.04 Information for Registration Statement and Proxy Statement. Silver Bell and Union  shall
each furnish to the other such data and information as the other may reasonably request for the purpose
of including such data and information in the Proxy Statement or Registration Statement.

ARTICLE VII

CONDITIONS PRECEDENT TO THE CONSUMMATION
OF THE TRANSACTIONS CONTEMPLATED BY THIS AGREEMENT .-

7.01 Conditions Applicable to All Parties. The obligations of Union, Silver Bell and Minerals
are conditioned upon: ' ;

At the Time of Closing no suit, action, or proceeding being pending or threatened before
any court or other governmental agency of the.Federal or any state government in which it is
sought to restrain or prohibit the consummation of the transactions contemplated hereby; no such
other suit, action or proceeding being pending or threatened or no liability or claim have been
asserted which would be considered by any Party to be materially significant.

B. The holders of at least two-thirds (%)-I'of'the outstanding stock of Silver Bell shall
have approved this Agreement in accordance with the laws of the State of Colorado, Silver Bell’s
Articles of Incorporation, and By-Laws.

.C. The Registration Statement shall be effective under the Securities Act and not subject
to any “stop order” or threatened stop order. :

. D. All legal proceedings in connection with the transactions contemplated by this Agree-
ment being satisfactory to each Party’s counsel and each Party’s counsel having been furnished
with such certificates or other evidence of compliance with the conditions as such counsel may
reasonably. request and Silver Bell having secured releases, waivers and consents from all of the
Parties listed in the Schedule of Consents (Exhibit 3). ‘ B :

7.02 Additional Conditions to Silver Bell’s Obligation. The obligations of Silver Bell shall be
conditioned upon the satisfactory performance or waiver of the following conditions:

A. The performance by Union and Minerals of all of their obligations and covenants
‘hereunder. ‘ '

B. The substantial accuracy at the Time of Closing of all of the representations made by
Union herein. v 7
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C. Silver Bell shall ha\;e received from George C. Bond, Bsq ., General Counsel of Union,

or Sam A. Snyder, Esq., Assistant General Counsel of Union, an opinion dated immediately prior
to the Time of Closing in form and substance satlsfactory to Silver Bell to the effect that:

(i) Union and each of its subsidiaries, mcludmg Minerals, is a corporation duly organ-
; ued and. enstmg and in good standing under the.laws of the. jurisdiction of its incorporation; -

(n) Union and each of its. subsxdlanes, mcludmg Minerals, has t.he corporate power

~ to carry on its business as now being conducted;

(iii) The authenzed capital stock of Union consists ot 65, 000000 shares of common
stock par value Eight and One-Third Dollars ($8¥5) per share and stating the number of
shares of authorized capital stock of Union which have been issued, that such issued shares
have been authorized and are validly issued and outstanding, and are all fully paid and

~nonassessable, and stating the number of shares which at that date were held for any

specnﬁc purpose;

(iv) The shares of Union common stock to be issued pursuant to this Agreement at
the Time of Closing have been duly authorized and, upon rssuance, ‘will be duly and validly
issued and will be fully paid and nonassessable;

(v) This Agreement has been duly executed and delivered by Union and Minerals and
is a valid and binding obligation upon Union and Minerals and all corporate action by Umon
and Minerals required under this Agreement has been taken; -

(vi) Neither the execution and delivery by Union and Minerals of this Agreement, nor
compliance with the terms and provisions hereof will, to. the best of the knowledge of such -
counsel, conflict with or result in a breach of any term, condition or provision of any judg-
ment, order, injunction, decree, regulation or ruling of any court or governmental authority,
domestic or foreign, to which Union or Minerals is subject or any material agreement, contract
or commitment to which Union or Minerals is a party or by which either it is bound or
constitutes a material default thereunder;

- (vii) That all consents and approvals required by law, state or federal, and other
actions required by law, rule or regulation have been duly taken or obtained in order to
permit the consummation of the transactions contemplated by this Agreement.

It is understood that such counsel, in rendering such opinion, is entitled to rely upon the

opinions of other counsel for matters relating to local law, including but not by way of limitation,
state securities or Blue Sky laws.

D. That owners of not more than an aggregate of five percent (5%) of Silver Bell’s out-

standing stock have exercised dissenters’ rights to receive the fair market value for their stock in -
accordance with Colorado law.

7.03 Additional Conditions to the Obligations of Union and Minerals. The obligations of Union
and Minerals being conditioned upon the satisfactory performance or waiver of the following conditions:

A. The performance by Silver Bell of all of its obligations and covenants hereunder.

B. At the Time of Closing, the Assets shall be in the same conditions as they were on

April 1, 1978, except for ordinary use and changes occurring in the ordinary course of business
between that date and the Time of Closing.

C. Silver Bell having delivered to Union and Minerals such evidence of title to the Assets,

including opinions of counsel as it may have in its ﬁles and such other title information as Union
may reasonably request.
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D. Union’s counsel having examined title to the Assets in such detail as such counsel deems

reasonably appropriate for the examination of mining title and such counsel being reasonably
satisfied that subject to minor imperfections as are usual in the case of mining properties that
Silver Bell has title to the Assets together with the right to transfer ‘and assign the Assets to
Union and that Silver Bell has not created any liens, charges, encumbrances or other burdens

~on the Assets except those described in the schedule attached to the Assxgnment and Conveyance'

- of Mineral Property.

E.. Umon ‘having determmed to. its. satisfaction that all of the. representations. rnade herem.'_ .

are substantlally accurate m all matenal respects _

| ARTICLE VI
" FRUSTRATION OF AGREEMENT -

- 8.01 Termmalmn Pnor to Closmg. In the cvent the transactions. contemplated by this Agreement'

are not consummated on or ‘before August 31, 1978 (unless such date is extended by mutual agreement
of the parties),. becausé ‘of ‘the non-occurrence of the conditions precedent specified in Article VII or
the waiver of the condition of the Party havmg the right to waive such condition, then this Agreement

shall terminate and, ‘except as provided in-this Article VIII, no Party shall have. any further right or..

obligation hereunder

8.02 Information to be Confidential. In the event of.frustration and termination of this Agree-
ment, all information obtained from another Party pursuant to the terms hereof shall be returned
to the Party furnishing such information and all Parties agree not to disclose to any third party any
confidential information obtained hereunder. :

8.03 Costs in Event of Frustration. Each Party shall be responsible for and shall pay any and
all costs incurred- by it in connection with the transactions contemplated by this Agreement and shall
indemnify each other Party agau:lst any and all clalms wnth respect thereto.

~ARTICLE IX -

SURVIVAL OF REPRESENTATIONS AND WARRANTIES.
AND FURTHER ASSURANCES

9.01 Sarvival of Represemauom and Warranties. The representations and warranties made by
the Parties herein and in the Assignment and Conveyance of Mmeral Properties and the Assumption of
Obligation shall survive the Time of Closmg

9 02 Further Assurances. At and after the Time of Closing at any tlme and from time to time
as long as it is authorized by law to do so, upon the request of Minerals, and at the expense of Minerals,
Silver Bell shall execute and deliver to Minerals such further instruments of conveyance, assignment and
transfer and take such further action as Minerals may request to effectively convey, assign, transfer
and deliver the Assets pursuant to this Agreement.

ARTICLE X
MISCELLANEOQUS

10.01 Silver Bell Affiliates. “Silver Bell Affiliates” means each person (other than Silver Bell)
who, should such person resell Union common stock acquired by him as a distribution in liquidation
from Silver Bell, may be deemed to be subject to the requirements of Paragraphs (c) and (d) of
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Rule 145 under the Securitie;s Act. Silver Bell, in connection with its distribution of Union common
stock to .its sharcholders, shall require such Silver Bell Affiliates to sign and deliver to Union a

letter corresponding to the text set forth in Exhibit 8; attach hereto and by this reference made a part’

hereof for all purposes. Union, on direction from Silver Bell, shall then imprint appropnatc legends

~ on the stock certificates representing the shares to be distributed to such affiliates, imposing restrictions &, S
-~ on-the rights of resale of such shares to the extent such- rcstncuons continue to exxst at the ume the. bRl L O

i m Ishares are dlstnbuted by Sllver t0 Sllver Bell Aiﬁhatcs

CHEV 005321

-10.02° Allocatmn of Costs. The costs mcurred in. preparmg for and consummatmg the transactmn_‘ .

con templated hereby shall be allocated as follows

A To Silver BelI .
(1) ’I‘he cost of obtammg consents and wawers
(n) ‘The cost of curmg title to the Assets, if any.

(iii) All of its own counsel and accounnng fees and the cost of sacurmg shareholder
approval. : : : -

B. To Union:
(i) The cost of preparing the ch;stratmn Statement.

(i) All counsel and accounting fees incurred by Union, including those relating to ntle .

examination.

(i1i) The cost of recording the documents transferring the Assets.

(iv) All stock exchange application and listing fees associated with the common stock to

be issued to Silver Bell hereunder.

C. To Be Shared Equally by Union and Silver Bell: All costs incurred in the preparatioﬁ
and printing of this Agreement and other documcnts required to be printed in order to consum-
mate the contemplated transactions.

10 03 Applicahle Law. This Agreement and the legal relations between the Parties shall be gov-
erned by and construed in accordance with the law and junsprudcncc of the State of California, cxcludmg
that body of law referred to as conflicts of law.

10.04 Notices. Any notices or communications required or permitted hereunder shall bc suffi-
ciently given if delivered or mailed by certified mail, postage prepaid, as follows: '

To Umon:

‘Union Oil Company of California
P.O. Box 7600 _.
Los Angeles, California 90051

Attention: Claude S. Brinegar
Vice President

To Minerals:

Minerals Exploration Compahy
P.O. Box 54945
Los Angeles, California 90054

Attention: .E. H. Eakland, Jr
Premdcnt '

L0




To Silver Bell;

;: o Silver Bell Industries, Inc.
{ S 158 Fillmore Street
i : - Denver, Colorado 80206

Attention: Eugene H. Sanders
Pre51dent

iy Wlth Coptes to: Alec J, Keller; Esq -3
L Keller, McSwain, Wing & Maxﬁeld
2570 First of Denver Plaza
" 633 Seventeenth Street -
'Denver Colorado 80202

Or at sueh addresses as hercmafter may be furnished in writing by each Party hereto to the other. Party

10.05 Schedule of Exhlblts. The followmg exhlhlts are attached and by reference made a part ef
this Agreement:

Exhibit 1 — Asmgnment and Conveyance of Mineral Properties
Exhibit 2 — Schedule of 0bl1gat10ns

Exhibit 3 — Schedule of Consents
Exhibit 4 — List ef Union’s Stock Plans
Exhibit 5 — List of Claims against Union
 Exhibit 6 — Schedule of Material Changes
Exhibit 7 — Schedule of Material Litigation
Exhibit 8 — Rule 145 Agreement :
- Such exlublts may be amended and corrected by the mutual agreement of the Parties.

10.06 Headmgs. The dcscnpnve headings of the several Arucles Sections and Paragraphs of thls
Agreement are inserted for convenience only and do not constitute a part of this Agreement.

10.07 Amendments. - Any and all amendments to this Agreement must be in writing and executed
by all of the partles hereto. :

10. 08 Counterparts. This Agreement may be executed i in several counterparts each of which sha]l
constitute one and the same Agreement.

e . s, S wa Y g
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© Attest::
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"IN WITNESS WH
year above written.

"R..P. VAN ZANDT

ER_‘_EOF,‘thc Parties have caused this instrument to E_e'executed on the day and -

UNION OIL COMPANY OF CALIFORNIA -

_ By " ' - CLAUDE S. BRINEGAR

| Attest:

T Aststant Secretary

SILVER BELL INDUSTRIES, INC.

By EUGENE H. SANDERS
' ' President
WILLIAM R. SOMERVILLE
MINERALS EXPLORATION COMPANY
Attest: By  EDWARD H. EAKLAND, JR.
R P. VAN ZANDT
Im-12 -
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Claude S. Brlnegar ]

Senmr Yice President

e iy o4 s e

_Union Oil Company of California

Union Oil Center, Los Angeles, California 80017

~ October 10, 1978

‘Silver Bell Industries, Inc.
158 Fillmore Street
Denver, Colorado 80206

RE: Amendment to Agreement and
Plan of Reorgamza.tlon '
dated May 15, 1978

Gentlemen:

This letter, when accepted by Silver Bell Industries, Inc. (“Silver Bell”"), shall constitute an
amendment to the Agreement and Plan of Reorgamzanon dated May 15, 1978 between Union Oil
Company.of Cahforma, Minerals Exploration Company and Silver Bell, whereby the date of August 31,
1978, appearing in Article III, Section 3.01 and in Article VIII, Section 8.01 of said Agreement is

“ deleted and the date of December 15, 1978 is ‘hereby substituted.

If the foregoing meets with your approval, please sign the duplicate of this lctter and return it to
the undersigned.

Very truly yours,
UNION OIL COMPANY OF CALIFORNIA -

CLAUDE S. BRINEGAR

Claude S. Brinegar
Senior Vice President

“Agreed to this 12th day of October, 1978

SILVER BELL INDUSTRIES, INC. MINERALS EXPLORATION COMPANY .
By EUGENE H. SANDERS : _ CLAUDE S. BRINEGAR
Eugene H. Sanders : Claude S. Brinegar
President . _ Vice President
JII-13
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ANNEX IV
AGREEMENT AND PLAN OF REORGANIZATION

This Agreement and Plan of Reorganization is entered into as of the 21st day of June, 1978,
among THE MANCOS CORPORATION (Mancos), a Colorado corporation, UNION OIL COM-
PANY OF CALIFORNIA (Union), a California corporation; and MINERALS EXPLORATION
COMPANY (Minerals), a California corporation and- wholly-owned subsidiary of Union. o

WITNESSETH:

WHEREAS, Mancos owns interests in and to. mineral propertles in- Montezuma Coumy, Colo-

R rada, and

WHEREAS the Boards of Directors of Mancos Union and Minerals, respectively,' ﬁeem it adﬁs-

| able in their common best interest and in the best interest of their respective shareholders that Minerals

acquire. substantially all of the assets of Mancos pursuant to this Agreement and applicable provisions
of law and as a plan of reorganization within the purview of Section 368(a)(1)(C) of the Internal:
Revenue Code of 1954 as amended and have approved and adopted this Agreement and Plan of
Reorganization; and

WHEREAS, contemporaneously with the execution and delivery of this Agreement, the Parti'cs_.
hereto are effecting the reorganization as hereinafter set forth pursuant to which Minerals is acquiring

. substantially all of the assets of Mancos for 6,905 shares of Union’s common stock, being the only
class of stock Union has outstanding; and

WHEREAS, it is contemplated that the shares of Union’s common stock issued to Mancos as
consideration for the transfer of substantially all of Mancos’s Assets to Minerals (except to the extent
that sales of such shares may be made to provide cash to pay persons entitled to fractional shares, t0
pay expenses of Mancos and to make payments to any dissenting Mancos shareholders) will then be
distributed to the shareholders of Mancos according to their respective interests and that Mancos will
then be dissolved pursuant to apphcable state laws. '

AGREEMENT

NOW, THEREFORE, in consideration of the premises and subject to the terms and conditions
hereinafter set forth, Mancos, Union and Minerals hereby each agree as follows: ‘

ARTICLE 1
SALE OF ASSETS BY MANCOS

1.01 The Sale. Subject to the terms and conditions of this Agreement, Minerals. shall purchase
and accept delivery from Mancos and Mancos shall sell and deliver to Minerals the Assets (as
hereinafter defined).

1.02 The Assets. The Assets are all properties and rights of every name and description, real,
personal, mixed, tangible and intangible, wherever situated or owned by Mancos at the time of closing
hereunder, including but not by way of limitation those certain properties substantially as described
in the schedules attached to and by reference made a part of instrument styled Assignment and Con-
veyance of Mineral Properties attached hereto as Exhibit 1, and by this reference made a part hereof
for all purposes; provided, however, the term “The Assets” shall not include cash on hand, in banks
(including certificates of deposit) and on deposit with third parties as of the date of closing.

Iv-1
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~ARTICLE 11
_ THE CONSIDERATION | _
2.01 Consideration. The consideration for the Assets consists of Six Thousand Nine Hundred

Five shares of Union's common stock duly registered, as hereinafter. provided, to be issued by Union sy

©. to.Mancos at the time of closing.

CHEV 005326

' 2.02 Minerals Not A Successor ‘Corporation. When and if ‘the transaction contemplated by thi.s

not. listed in Exhibit 2 or otherwise specifically. assumed by Minerals including but not limited to

obligations to shareholders, including dissenting shareholders.

ARTICLE 10
THE CLOSING

- 3,01 Time and Place. The Closing with respect to the transactions contemplated by this Agree-
ment shall be held on August 31; 1978, at 10:00 A.M. Pacific Daylight Savings Time, at the offices
of Union Oil Company of California, 461 South Boylston Street, Los Angeles, California 90017, or
at such earlier or later time or at such other place-as may be agreed upon by the Parties, such time
being referred to heréin as “Time of Closing.” =~ o | |

3.02 Instruments of Conveyance. At the Time of Closing, Mancos shall assign, transfer” and
deliver to Minerals the Assets by executing and delivering the Assignment and. Conveyance of Mineral

"Properties (Exhibit 1) and all other instruments, documents of title conveyances, bills of sale, assign-

ments and other instruments necessary or desirable to convey, transfer and assign the Assets to -Minerals.

3.03 Issuance of Union's Common Stock. At the time of c'lo's'ing, Union shall issue the shares
of common stock provided for in Section 2.01 to Mancos. '

ARTICLE 1V
REPRESENTATIONS AND WARRANTIES OF MANCOS

Mancos represents, warrants and agrees as follows:

4.01 Corporate Existence. Mancos is a corporation organized and existing under the laws
of the State of Colorado, is authorized to hold interests and rights to mineral properties and is author-
ized to hold property and conduct business in all of the states in which the Assets are located.

4.02 Corporate Péwers. Mancos has the legal power and right to enter into this Agreement
and the consummation of the transactions contemplated hereby will not result in the breach of any
term or condition or constitute a default under any agreement or other instrument relating to or affecting
the Assets to which Mancos is a party or by which it is bound subject only to the obtaining of the
consents, waivers and releases listed in the Schedule of Consents attached hereto as Exhibit 3 and
by this reference made a part hereof for all purposes. ' ' '

4.03 Assets Free of Encumbrances. The Assets are free and clear of liens, charges and encum-
brances except: '

- Agre_ement is consummated, Minerals shall have only acquired. _fhe Assets of Mancos and shall _not"'.-
be considered as a successor corporation to Mancos. Mancos shall remain liable for all obligations:

A. Minor imperfections in title which do not materially affect the operation or materially detract

from the value of the Assets;

V-2 -
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B. Encumbrances arising from the terms and provisions of the varioﬁs'agreements relating to
the properties, which agreements are described in the schedules attached to the Asmgnment and
Conveyance of Mineral Properties (Exhibit 1).

4,04 No Subsidiaries:. Mancos has no subsidiaries.

_ 4.05 No Defaults. Mancos has not received any notice of default and does not have knowledge of :
- any circumstances of any person mtendmg to declare a default of any matenal nature under any agree= -

' "'ments or other mstruments relating to or affecting the Assets

i
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4. 06 No Finders’ Fees. Mancos has not 1ncurred any obligation (contmgent or otherwise) for
- brokers’ fees or finders’ fees in connection with the transactions contemplated by this Agreement ' “inf

407 No ngatlon.. There are no pendmg actlons, suits or- other proceedmgs aﬁectmg all or any-

part of the Assets

4.08 No nghls to Others. Except for an Agreement and Plan of Reorgamzancn wnth Silver Bell'
- Industries, Inc., which is superseded by this Agreement and which will not become operative unless this -

Agreement is not consummated, Mancos has not granted to any person other than Union and Minerals
any right (legal or equitable, direct or indirect, vested or contingent) with respect to the Assets which
shall bz operative at the Time of Closing and which has not been disclosed in the schedules attached to
the Assignment and Conveyance of Mmeral Properties (Exhlblt 1).

4.09 'Correctness of Exhibits. Each of the Exhibits referred to herem delivered by Mancos to.

Union pursuant to this Agreement is substanually complete and the information reported therein is
correct as of the date of this Agreement.

4.10 - Compliance with Securities Laws. When the Registration Statement referred to in Article VI

or any post-effective amendments thereto shall become effective, and when the Proxy Statement referred

to in Article VI or any amendment thereto shall be mailed. to holders of securities of Mancos, and at all
times subsequent to such effectiveness or mailing up to and.including the Time of Closing, such Regis-
tration Statement and such Proxy Statement and all amendments or supplements thereto, with respect to
all information set forth therein relating to Mancos and in respect of this Agreement and Plan of
Reorganization will comply in all material respects with the provisions of the Securities Act of 1933 as
amended (the “Securities Act”), and the Securities Exchange Act of 1934 as amended (the “Exchange
Act”), and the rules and regulations of the Securities and Exchange Commission (the “SEC”) there-

under and will not contain any untrue statements of a material fact or omit to state a material fact

required to be stated therein or necessary to make the statements contained therein not misleading.

4.11 Mancos’s Financial Statements. The information included in Mancos’s Financial Statements
for its fiscal year ended December 31, 1977, is true and correct in all material respects and does mnot
contain any material untrue statements of material fact or omit to state any material fact necessary to
make the statements made therein not misleading.

ARTICLE V
REPRESENTATIONS AND WARRANTIES BY UNION

Union represents, warrants and agrees as follows:

5.01 Organization, etc. Union and each subsidiary named in Union’s Annual Report on Form
10-K for the fiscal year ended December 31, 1977 (the “Union 10-K”) (except for Collier Carbon and
Chemical Corporation which has been merged into Union) is a corporation duly organized, validly
existing amd in good standing under the laws of its jurisdiction of incorporation, and Minerals is a
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corporation duly organized, -'vaiiidly existing and in good standing under the laws of the States of
California. , C '

~ 5.02° Capital Stock of Union. As of March 31, 1978, the authorized capital stock of Union - -
consisted of 65,000,000 shares of common stock par value $8Y5 -per share, of which approximately

42,299,000 shares were issuéd- and outstanding.  Except for the proposed transaction ‘with Silver Bell '~ e g

Industries, Inc., as of the date of this. Agreement, there are no outstanding options, warrants or other
rights to subscribe for or purchase from Union or any of its subsidiaries any capital stock of Union or .
securities convertible into.or-exchangeable for capital stock of Union except upon conversion of the
options and other securities listed in Exhibit 4 attached hereto and by this reference made a part hereof -
for all purposes and.except that as of March 31, 1978, less than 650,000 shares of Union’s capital stock
were reserved for issuance in connection with the plans listed in Exhibit 4.. Such issued shares of Union

~ are and any shares reserved for issuance pursuant to such plans or upon such exercise: or. conversion - - -
prior to the Time of C-Ibsing'cif thisAgreement will be:duly authorized, validly issued and outstanding,
and fully paid and nonassessable. - = ' '

5.03 Union’s SEC Reports. - R |

: A. Union has previously furnished Mancos a true and complete copy of (i) the Union 10-K;
and (ii) Union’s Quarterly Report -on Form 10-Q for the quarter ended March 31, 1978 (the

“Union 10-Q”). The financial statements contained in the Union 10-K and the consolidated
balance sheet and the statement of consolidated earnings contained in the Union 10-Q have been
prepared in conformity with generally accepted accounting principles, except for information
omitted in accordance with the instructions to Form 10-Q, and fairly present the financial position
of Union and the results of operations of Union on a basis consistent with prior periods. The con-
solidated balance sheets of Union and its subsidiaries as at December 31, 1977 and 1976, contained
in the Union 10-K fairly present the consolidated financial condition of Union and its subsidiaries
as at the dates thereof; the related statements of consolidated earnings of Union and its subsidiaries
contained therein fairly present the results of the operations thereof for the fiscal years then ended; .
and the consolidated summary of operations of Union and its subsidiaries contained therein fairly
summarizes the operations thereof for the five fiscal years ended December 31, 1977.. The con-
solidated balance sheets of Union and its subsidiaries as at March 31, 1978 and 1977 contained
in the Union 10-Q fairly present the financial position of Union and its subsidiaries at March 31,
1978 and 1977 and the related statements of consolidated earnings of Union and its subsidiaries
for the three month periods ending March 31, 1978 and 1977 contained therein fairly present
the results of the operations thereof for the periods indicated, subject in each case to normal year
end audit adjustments. For the purposes of this Agreement, all financial statements referred to in
this Section 5.03 shall be deemed to include any notes to such financial statements.

B. , Neither Union nor any of its subsidiaries or affiliates has any liabilities or obligations,
either accrued, contingent or otherwise, which, individually or in the aggregate, are material to
Union and its consolidated subsidiaries considered as a whole, and which have not been:

(i) reflected in the consolidated balance sheet of Union and its subsidiaries as at
December 31, 1977, or

(ii) specifically described in any schedule furnished to Mancos in connection here-
with; or
(iii) incurred in the ordinary course of business.

Union’s obligations with respect to pension liabilities are disclosed in the Union 10-K.

C. Except as set forth in Exhibit 5 attached hereto and by this reference made a part hereof -
. for all purposes, or as described in the Union 10-K or the Union 10-Q, there are noclaims against
or Jiabilities or' obligations of, or any reasonable legal basis known to Union for: any claims |
V-4
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against or habﬂmes or obhgatlons of Union or any of its subsidiaries which, mdmdua]ly or in

the aggregate, might result’in or cause any material adverse change in the consoltdatecl t‘manmal
condition or results of operations of Union and its subsidiaries.

D. Except as set forth in Exhibit 6 attached hereto and by this reference made a pa.rt
hereof for all purposes or in the Union 10-K or the Union 10-Q, there has not been, occurred or
arisen smce December 31 1977, whether or not in: the ordinary course of business: v

(1) any matenal adverse. change in the ﬁnanctal condluon or resu[ts ot operattons of -

" ‘Union and its subsidiaries ccmsxdered as a whole from that shown on the consehdated ﬁnancxal R

' statements for the year ended December 31, 1977; or’

(11) any damage or destruction in the nature of a casualty loss,. whether covered by
insurance or not, materially and adversely affecting any property or business of Union or any

* . of its subsidiaries ‘which is material -to the consoltdated ﬁnanmal condmon or rfsults of oper—

..attons of Union and its subsndtanes, or

(m) any actual or, to the knowledge of Umon, any. threatened strike or other labor -

: trouble or dispute- which materially and adversely affects, or which insofar as Union knows

might materially and adversely affect, the business or prospects of Union and its subsxcllanes o

considered as a whole; or

(iv) any other event, condition or state of facts of any character (but not mcludmg
general or political conditions affecting the petroleum industry or industrial companies in the
United. States) which materially and adversely affects, or threatens to materially and adversely
_aﬁect the results of operations or business or financial condition or prospects of Union and
its subsidiaries considered as a whole.

Union and its subsidiaries have not engaged in any transaction material to Union and such
- subsidiaries, taken as a whole, not in the ordinary course of its busmess since December 31, 1977,
except as set forth in such Exhibit 6.

5.04 Status oE Union Common Stock. The shares of Union common stock to be 1ssued to Mancos - |

pursuant to this Agreement, when so issued, will be duly and validly authorized and issued, fully paid

‘and nonassessable. The number of shares of Union common stock to be issued to Mancos in accordance

with Section 2.01 shall be adiusted in the event that subsequent to the date of this Agreement but prior
to the Time of Closing the outstanding shares of Union common stock shall have been changed into or
exchanged for a different number or kind of share or securities through reorganization, recapitalization,
reclassification, stock dividend, stock split, reverse stock split or other like changes in Union capitalization,
then an appropriate and proportionate adjustment shall be made in the number and kind of shares or
securities to be delivered to Mancos pursuant to this- Agreement, it being understood that in no event

‘'shall other than Union common stock as then constituted be issued pursuant to this Agreement.

5.05 No Breach of Statute or Contract; Governmental Authorizations; Required Consents. Neither

the execution and delivery of this Agreement by Union and Minerals, nor compliance with the terms and™

provisions of this Agreement by Union and Minerals will conflict with or result in a breach of any of
the terms, conditions or provisions of the Certificate of Incorporation or By-laws of Union or any of
its subsidiaries or any judgment, order, injunction, decree, regulation or ruling of any court or govern-
mental authority, domestic or foreign, to which Union or any of its subsidiaries is subject or of any
agreement, contract or commitment to which Union or any subsidiary is a party and which is material
to the financial condition or the results of operations of Union and its subsidiaries considered as a
whole, or constitute a-material default thereunder, or give to any others any interest or rights, including
rights of termination, cancellation or acceleration, in or with respect to any of such agreements, contracts
or commitments, or otherwise require the consent or approval of any person.
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5.06 No Litigation or Adverse Events. There is no suit, action, legal or administrative, arbitration
or other proceeding or governmental investigation, pending or as to which Union or any of its sub-

‘sidiaries has received in writing any claim or assertion, which might individually or in the aggregate,

materially and adversely affect the financial condition or results of operations of Union and its sub--

sidiaries considered as a whole, except as set forth in the Union 10~K or m Exlubnt 7 attached hereto g at
..-and by. this reference made a part. ‘hereof for all purposes % : SR w Co=e

5.07 . Authorization of Agreement. The execution and delivery and, subject to réquisi!e approval

* by Union, the performance of this Agreement have been duly and validly authorized and approved by

‘the Boards of Directors of Union and Minerals and Union and Minerals have taken, or will use their
best efforts to take prior to the Time of Closing, all action required by law, their respective Certificates
of Incorporation' and By-laws and all other action required to authonze the execution, delivery and :

performance of this Agreement.

5 08 Reg.stntmn Statement and Proxy Statement. When the chlstratwn Statemcnt referred to
in Article VI or any post-effective amendment thereto shall become effective, and when the Proxy

Statement included- therein is mailed to Mancos shareholders for the purpose of securing shareholder

approval for this Agreement or any amendment or supplement thereto, and at all times subsequent to
such effectiveness or mailing up to and including the Time of Closing, such Registration Statement and
such Proxy Statement and all amendments or supplements thereto, with respect to all information set

forth therein relating to Union and Minerals and in respect to all information set forth therein relating

to this Agreement, (i) will comply in all material respects with the provisions of the Securities Act

and Exchange Act, respectively, and the rules and regulations of the SEC thereunder and (ii) will
pot contain any untrue statement of a material fact or omit to state a material fact required to be

stated therein or necessary-to make the statements contained therein not misleading.

5,09 Brokers’ or Finders’ Fees. Union has incurred no obligation (contingent or otherwise)
for brokers’ fees or finders’ fees in connection with the transactions contemplated by this Agreement.

5.10 Report on Form 10-K. The mformanon included in the Union 10-K prewously delivered
by Union to Mancos is true and correct in all material respects.

5.11 Correctness of Exhibits. "Each of the Exhibits referred to herein delivered by Union to
Mancos, pursuant to this Agreement, is substantially complete and the information reported therem
is correct as of the date of this Agreement.

ARTICLE VI
TRANSACTIONS PRIOR TO CLOSING :

6.01 Investigations of Business of Mancos and Union. Between the date of this Agreement and

the Time of Closing, Union, Mancos and Minerals each agree to give the other full access to its premlses y

books and records for the purpose of investigating its business and the conduct thereof.

6.02 Registration Statement and Proxy Statement. Prior to the Time of Closing, Union shall
prépare and file with the SEC a Registration Statement on Form S-14 under the Securities Act for
the purpose of registering the shares of Union common stock to be exchanged for the Assets and shall

duly comply with all applicable state securities or “Blue Sky Laws.” As soon as practicable after

the Registration Statement becomes effective, Mancos shall mail the Proxy Statement included in said
Registration Statement to its shareholders and shall submit this Agreement to its shareholders for
approval as provided by law and its Articles of Incorporation at a meeting which shall be held as

soon as practicable after the effective date of the Registration Statement.

CHEV 005330
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6.03 Listing of Union Common Stock. Union has obtained, or 'shall use reasonable éﬁorts to
obtain prior to the Time of Closing approval for the listing on the New York, Midwest and Pacific

Stock Exchanges upon official notice .of issuance of the shares of Union common stock to be exchanged
for the Assets.

6.04 Information for Registration Statement and Proxy Statement. Mancos and Union shall

" each furnish to the other such data and information as the other may reasonably request for the purpose

' of mcludmg such data and mformatmn in the Proxy Statement or Reglstratmn Statement

CHEV 005331

ARTICLE VII '

. CONDITIONS PRECEDENT TO THE CONSUMMATION OF THE
TRANSACTIONS CONTEMPLATED BY THIS AGREEMENT

: 7 01 Condltmns Apphcable to All Parhes. The - obllgatlons of Umun, Mancos: and Mlnerals '.
are condlucmed upon: - .

A. At the Ttmc of Closmg no smt actmn or proceedmg bemg pcndmg or threatened -
before any court or other governmental agency of the Federal or any state government in which
it is sought to restrain or prohibit the consummation of the transactions contemplated hereby; -

“no such other suit, action or proceeding being pending or threatened or no liability or claim
~ have been asserted which would be considered by any Party to be materially significant.

B. The holders of at least two-thirds (25) of the outstanding stock of Mancos shall have
approved this Agreement in accordance with the laws of -the State of Colorado, Mancos’ Articles
of Incorporation, and By-Laws._

C. The Registration Statement shal] be effective under—the Securities Act and not subject’
to any stop order” or threatcncd stop order. :

D. All legal proceedings in connectlon with the transactions contemplated by this Agreement
being satisfactory to each Party’s counsel and each Party’s counsel having been furnished with such
certificates or other evidence of compliance with the conditions as such counsel may reasonably
request and Mancos having secured releases, waivers and consents from all of the Parties listed in
the Schedule of Conscnts (Exhibit 3). '

E. Consummation and closing of that certain Agreement and Plan of Reorganization dated
May 15, 1978, pursuant to which Union and Minerals are to acquire substantially all of the assets
of Silver Bell Industries, Inc.

7.02 --Additional Conditions to Mancos’ Obligation. The obligatio'ns of Ma_ncos shall be con-
ditioned upon the satisfactory performance or waiver of the following conditions°

A. The performance by Union and Mmerals of all of their obligations and covenants here-
under. ' : : -

B. The substantial accuracy at the Time of Closing of all of the representations made by
Union herein. -

C. Mancos shall have received from George C. Bond, Esq., General Counsel of Union, or
Sam A. Snyder, Esq., Assistant General Counsel of Union, an opinion dated immediately prior to
the Time of Closing in form and substance satisfactory to Mancos to the effect that:

(1) Union and each of its subsidiaries, including Minerals, is a corporation duly organized
and existing and in good standing under the laws of the jurisdiction of its incorporation;
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(ii) Union and each of its subsidiaries, including Minerals, has the corporate power to

carry on its business as now being conducted;

- (i) The authorized capital stock of Union consists of 65,000,000 shares of common

stock par value Eight and One-Third- Dollars ($8%5) per share, and stating the number of
shares of authorized capital stock of Union which have been issued, that such issued shares

“““'have been authorized and . are -validly - issued ‘and. outstanding, ‘and -are all- fully . ‘paid- and: - -

nonassessable, and statmg tha number of shares which at that date were held for any speclﬁc
purpose : , :
(w) "The shares of Umon common stock to be issued pursuant to this Agreemem at the

' Time of Closing have been duly authorized and, upon 1ssuanc¢, wﬂl be duly and validly issued -

and will be fully paid and nonassessablc
- (v) This Agreement has been duly executed and dehvercd by Umon and Minerals and is

a valld and binding obligation upon Union and Minerals and all corporate action by Umon and |

Minerals required under this Agreement has been taken;

((vi) Neither the execution and delivery by Union and Minerals of this Agreemcnt, nor
compliance with the terms and provisions hereof will, to the best of the knowledge of.such
counsel, conflict with or result in a breach of any term, condition or provision of any judgment,
order, injunction, decree, regulation or ruling of any court or governmental authority, domestic
or foreign, to which Union or Minerals is subject or any material agreement, contract or com-
mitment to which Union or Minerals is a party or by which either it is bound or constitutes
a material default thereunder;

(vii) That all consents and approvals reqmred by law state or federal, and other actions
required by law, rule or regulation have been duly taken or obtained in order to permit
the consummation of the transactions contemplated by this Agreement.

It is understood that such counsel, in rendering such opinion, is entitled to rely upon the
opinions of other counsel for matters relating to local law, mcludmg but not by way of limitation,
state securities .or Blue Sky laws. .

D. That owners of not more than an aggregate of twenty percent (20% ) of Mancos’s out-

standing stock have exercised dissenters’ ng,hts to receive the fair market value for their stock in

accordance with Colorado law.

7.03 Additional Conditions to the Obligations of Union and Minerals. The obligations of Union

and Minerals being conditioned upon the satisfactory performance or waiver of the following conditions:

A. The performance by Mancos of all of its obligations and covenants hereunder.

B. At the Time of Closing, the Assets shall be in the same conditions as they were on

December 31, 1977, except for ordinary use and changes occurring in the ordinary course of
business between that date and the Time of Closing, -

C. Mancos having delivered to Union and Minerals such evidence of title to the Assets,
including opinions of counsel as it may have in its files and such other title information as Umon
may reasonably request.

D. Union’s counsel having examined title to the Assets in such detail as such counsel deems
reasonably appropriate for the examination of mining title and such counsel being reasonably

satisfied that subject to minor imperfections as are usual in the case of mining properties that
Mancos has title to the Assets together with the right to transfer and asmgn the Assets to Union and
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that Mancos has not created any liens, charges, encumbrances or. other. burdens on the Assets
except those described in the schedule attached to the Assngnment and Conveyance 'of Mineral
Property. :

-E. Union having dctemuned to its saﬂsfacnon that all of the representatmns made herein are
substant:ally accurate in.all material respects.

ARTICLE VIII |
- FRUSTRATION OF AGREEMENT -

8.01 Te.-rmmatmn Prior to Closmg. In the event the I.ransactions cnntemp]ated by this Agreement

are not consummated on or before August 31, 1978 (unless such date is extended by mutual agreement.

“of the parnes), because of the non-occurrence of the conditions precédent specified in Article VII or

the waiver of the condition of the Party having the right to waive such.condition, then this- Agreement

shall terminate and, except as provlded in thxs Amcle VIII no Party shall have any further nght or
obhgatlon hereunder

8.02 [nibnnaﬁun to be Confidential. In the event of frustration and termination of this Agree-
-ment, all information obtained from another Party pursuant to the terms hereof shall be returned to the
Party furnishing such information and all Parties agree not to disclose to any thu‘d party any confidential
information obtamed hereunder.

8.03 Costs in Event of Frustration. Each Party shall be responsible for and shall pay any and all ,
costs incurred by it in connection with the transactions contemplated by this’ Agreement and shall
mdemmfy each other Party against any and all claims with respect thereto.

ARTICLE IX
—  SURVIVAL OF REPRESENTATIONS AND WARRANTIES AND FURTHER ASSURANCES
9.01 Survival of Representahons and Warranties. The representations and warranties made by

the Parties herein and in the Assxgnment and Conveyance of Mineral Properties shall survive the Time
of Closmg

! 9.02 Further Assurances. At and after the Time of Closing at any time and from time to time as
f long as it is authorized by law to do so, upon the request of Minerals, and at the expense of Minerals,
’ Mancos shall execute and deliver to Minerals such further instruments of conveyance, assignment and
transfer and take such further action as Minerals may request to eﬁectlvely convey, asmgn transfer and
deliver the Assels pursuant to this Agrecment :

ARTICLE X
MISCELLANEOUS

10.01 Mancos Affiliates. “Mancos Affiliates” means each person (other than Mancos) who,

- should such person resell Union common stock acquired by him as a distribution in liquidation from
Mancos, may be deemed to be subject to the requirements of Paragraphs (c¢) and (d) of Rule 145 under
the Securities Act. Mancos, in connection with its distribution of Union common stock to its shareholders,
shall require such Mancos Affiliates to sign and deliver to Union a letter corresponding to the text set
forth in Exhibit 8, attached hereto and by this reference made a part hereof for all purposes. Union, on
direction from Mancos, shall then imprint appropriate legends on the stock certificates representing the
shares to be distributed to such affiliates, imposing restrictions on the rights of resale -of such shares to
the extent such restrictions continue to exist at the time the shares are distributed by Mancos to Mancos
Affiliates.
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10.02 Allocation of Costs. The costs incurred in preparing for and consummatlng the transactlon

~ contemplated hereby shall be allocated as follows:

A To Mancos:
(1) The cost of obtaining consents and walvers _
(11) The cost of curing ‘title to the Assets, if any.” et RS T W ;o
(iii) All of its.own counseI and accountmg fees and the cost of securmg shareholder'-"
approval : ' : : :
B. 'I'o Union: .
(i) The cost of preparing the Regnstratmn Statement

(i) All counsel and accountmg fees mcurred by Umon mcludmg those rclatmg to title
exammatlon = .

(1ii) The cost of recordmg the documents transferring the Assets.

(iv) All stock exchange apphcanon and listing fees. assoc:latcd with the common stock to
be issued to Mancos hereunder. -

10.03 Applicable Law. This Agreement and‘thé legal relations between the Parties shall be gov-
erned by and construed in accordance with the law and jurisprudence of the State of California,
excluding that body of law referred to as c.onﬁicts of law. :

10.04 Notices. Any nofices or communications required or permitted hereunder shall be suffi-
ciently given if delivered or malled by certlﬁed mall postage prepaid, as follows: '

To Union:

Union Oil Company of California
P.O. Box 7600 o w7 o
Los Angeles, California 90051 - c £ L w

Attention: Claude S. Brinegar
Vice President

To Minerals:

Minerals Exploration Company
P.O. Box 54945
Los Angeles, California 90054

Attention: E. H. Eakland, Ir.
President B

To Mancos:

The Mancos Corporation
P.O. Box 550
Rocky Ford, Colorado 81067

Attention: Earl J. Brubaker
President

Or at such addresses as heremafter may be furnished in writing by each Party hereto to the other

Party.
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10. 05 “Schedule of Exlub:ts The followmg exhlbtts are attached and by- rcfcrence made a part
of this Agreement:

Exhibit 1 — Asmgnment and Conveyance of Mineral Propertics -
Exhibit 2—-Schedule of Obligations
Exhlblt 3 — Schedule of Consents _
Exhibit 4—--L]Sl of Umons Stock P!ans o i
.Exhlblt 5-——LISt oi Clalms agamst Umon e
Ex.hiblt 6-—-Schedule of Matenal Changes |

| ' Exhibit 7— Schedule of Material Litigation

- . ,mebu 8 — Rule 145 Agreement -

. Such exh:bxts may be amendcd and corrected by the mulual agreement of the Pames

10.06 Headmgs. The descnpt.wc headlugs of the several Amcles Sections and Paragraphs of
this Agreement are mserted for convenience only and do not, consutute a part of this Agreement

10. 07 Amendmems. Auy and all amendments to this- Agreement must be in writing and executed
by all of the parties hereto

10.08 Counterparls This Agreement may be executed in several counterparts each of which shall
‘constitute one and the same Agreement.

IN WITNESS WHEREOF the Partles have caused this mstrument to be executed on lhe day and
year above written. %

UNION OIL COMPANY OF CALIFORNIA

Atest: - - o By = CLAUDE S. BRINEGAR

J. R. COURTNEY
Assistant Secretary

THE MANCOS CORPORATION

Attest: | By EARL J. BRUBAKER
- President

FRANK JOBE

MINERALS EXPLORATION COMPANY

Attest: | | By  EDWARD H. EAKLAND, JR.

J. R. COURTNEY

IV-11

UNO/SB 2344

CHEV 005335

1
| SO



Union Oil Company of California’
~+ Union Oil Center, Los Angele—s,”califomia 90017

Claude S. Brinegar -
" :Senior Vi_ce Pruidqﬂi g

October 10, 1978

The Mancos Corporation
Rocky Ford, Colorado

Attention: Earl J. Brubaker
~ President

RE: Amendment to Agreement and
Plan of Reorganization
dated June 21_, 1978

Gentlemen:

This letter, when accepted by The Mancos Corporation (“Mancos™), shall constitute an amend-
ment to the Agreement and Plan of Reorganization dated June 21, 1978 between Union Oil Company
of California, Minerals Exploration Company and Mancos, whereby the date of August 31, 1978,
appearing in Article III, Section 3.01 and in Article VIII, Section 8.01 of said Agreement is deleted
and the date of December 15, 1978 is hereby substituted.

If the foregoing meets with your approval, please sign the duplicate of this letter and return it to
the undersigned. ' '

Very truly yours,

UNION OIL COMPANY OF CALIFORNIA

By CLAUDE S. BRINEGAR

Claude S. Brinegar '
‘Senior Vice President

Agreed to this 19th day of October, 1978

THE MANCOS CORPORATION MINERALS EXPLORATION COMPANY
By EARL J. BRUBAKER - CLAUDE S. BRINEGAR
Earl J. Brubaker - | Claude S. Brinegar
- President . e - - Vice President
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EXHIBIT 8

ATTACHED TO AND BY REFERENCE
MADE A PART OF THE AGREEMENT
AND PLAN OF REORGANIZATION
DATED THE 15th DAY OF MAY, 1978

" RULE 145 AGREEMENT
‘Union Oil' Company of California

461 South Boylston Street :
Los- Angeles, California 90017

" Gentlemen:

T have been advised that I may be deemed an ‘‘affiliate” within the meaning of paragraph (c) of
Rule 145 of the Rules and Regulations of the Securities and Exchange Commission (“SEC”) under
the Securities Act of 1933, as amended (the “Act”), of Silver Bell Industries, Inc., a Colorado corpo-
ration (“Silver Bell”), and might have been deemed such at the time the assets of Silver Bell were
exchanged for shares of common stock, par value $8%5 per share (the “Shares”) of Union Oil Company
of California, a California corporation (“Union™), as part of Silver Bell’s Plan of Reorgamzatlon
Pursuant to the Plan of Reorganization, I will acquire the Shares. C

I have been advised that the issuance of the Shares to me pursuant to the Plan of Reorganization

—has been registered under the Act on a registration statement on SEC Form S-14. I have also been

advised that I was deemed an “affiliate” of Silver Bell and consequently any public offering or sale

by me of any of the Shares will, under current law, require either (i) the further registration under the

Act of the Shares to be sold or (ii) compliance with Rule 145 promulgated under the Act or (iii) the
availability of another exemption from such registration.

I represent and warrant to Union that:

1. I have carefully read this letter and discussed its requirements and other fipplicab_lc limita-
_ tions upon the sale, transfer or other disposition of the Shares, to the extent I felt necessary, with
5 - my counsel or counsel of Silver Bell. ' :

2. I have been informed by Unioen that the distribution by me of the Shares has not been

~ registered under the Act and that the Shares must be held by me indefinitely unless (i) such dis-

tribution of the Shares has been registered under the Act, (ii) a sale of the Shares is made in

conformity with the volume and other applicable limitations of paragraph (d) of Rule 145

promulgated by the SEC under the Act, or (iii) some other exemption from registration is available
with respect to any such proposed sale, transfer or other disposition of the Shares.

3. I understand that Union is under no obligation to- register the sale, transfer or other
disposition of the Shares by me or on my behalf or to take any other action necessary in order
to make compliance with an exemption from registration available.

4. I also understand that stop transfer instructions will be given to Union’s transfer agents
- with respect to the Shares and that there will be placed on the certificates for the Shares, or any
i substitutions therefor, a legend stating in substance; -
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“The shares represented by this certificate were issued in a transaction to which Rule 145
promulgated under the Securities Act of 1933, as amended (the “Act”), applies and may
only: be sold in compliance with applicable requirements of Rule 145 promulgated under -

_ the Act or sold or otherwise transferred pursuant to a reglstratlon statement under the Act
B of an exemptmn from such reglstratton

-_ Very_truly yours,

. Union agrees ‘that promptly upon the written request of the other party hereto setting forth a

proposed sale complying with the requirements -of the foregoing legend and supplying such other
assurances as Union may reasonably request, Union will promptly take such action as may be required

to facilitate the proposed transfer, including without limitation, the gwmg of appropriate mstrucnons"
to the transfer -agent for the Union common stock.

UNION OIL COMPANY OF CALIFORNIA

By
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ANNEX VI -

EXHIBIT 8

ATTACHED TO AND BY REFERENCE
MADE A PART OF THE AGREEMENT

AND PLAN OF REORGANIZATION
DATED THE 21st DAY OF.JUNE, 1978

RULE 145 AGREEMENT

.Unic.r'n Oil Company of California
461 South Boylston Street
Los Angeles, ‘California 90017

: Gentlemen

I have been adwsed that I may be deemed an “affiliate” within the meaning of paragraph (c) of
Rule 145 of the Rules and Regulations of the ‘Securities and Exchange Commission (“SEC”) under
the Securities Act of 1933, as amended (the “Act”), of The Mancos Corporation, a Colorado corpo-
ration (“Mancos”), and might have been deemed such ‘at the time the assets of Mancos were
exchanged for shares of common stock, par value $8%3 per share (the “Shares™) of Union Oil Company
of California, a California corporation (“Union”), as part of Mancos’ Plan of Reorganization. Pursuant
to the Plan of Reorganization, 1 will acquire the Shares:

I have been advised that the issuance of the Shares to me pursuant to the Plan of Reorganization
has been registered under the Act on a registration statement on SEC Form S-14. I have also been
advised that I was deemed an “affiliate” of Mancos and consequently any public offering or sale
by me of any of the Shares will, under current law, require either (i) the further registration under the
Act of the Shares to be sold or (ii) compliance with Rule 145 promulgated undcr the Act or (iii) the
availability of another exemption from such registration.

T represent and warrant to Union that: .~

1. 1 have carefully read this letter and discussed its requirements and other applicable limita-
tions upon the sale, transfer or other disposition of the Shares, to the extent I felt necessary, with.
my counsel or counsel of Mancos.

2. 1 have been informed by Union that the distribution by me of the Shares has.not been
registered under the Act and that the Shares must be held by me indefinitely unless (i) such dis-
tribution of the Shares has been registered under the Act, (ii) a sale of the Shares is made in
conformity with the volume and other applicable limitations of paragraph (d) of Rule 145
promulgated by the SEC under the Act, or (iii) some other exemption from registration is available

" with respect to any such proposed sale, transfer or other disposition of the Shares.

3. 1 understand that Union is under no obligation to register the sale, transfer or other
disposition of the Shares by me or on my behalf or to take any other action necessary in order
to make compliance with an exemption from registration available.

4. 1 also understand that stop transfer instructions will be given to Union’s transfer agents
with respect to the Shares and that there will be placed on the certificates for the Shares, or any.
substitutions therefor, a legend stating in substance;
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“The shares represented by this certificate were issued in a transaction to which Rule 145
‘promulgated under the Securities Act of 1933, as amended (the “Act”), applies and may
only .be sold in compliance with applicable requircmcnts of Rule 145 promulgated under

 the Act or sold or otherwise transferred pursuant toa regtstratton statement under the Act'.
"o .of an excmptmn from such reglstratmn : :

| Very truly yours,

Umon agrees that promptly upon the written request of the other party hereto setting forth a
proposed sale complying with"the requirements of the foregoing legend and supplying such other
assurances as Union may reasonably. request, Union will promptly take such action as may be required

~to facilitate the proposed transfer, including without limitation, the giving of approprlate instructions
to the transfer agent for the Union common stock.

'UNION OIL COMPANY OF CALIFORNIA

- By
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COLORADO CORPORATION CODE § 7-4-123

ngllis of dissenting shareholders upon sale or exchange of assets not in the usual course of busi-
ness. — (1) Except as otherwise provided in this section, any shareholder has the right to dissent from

any sale, lease, exchange, or other disposition referred to in section 7-5-112 (2) of ‘all or substantially -

all of the property and assets, with or without goodwill, of the corporation if not made in the usual and
regular course -of its business, including a sale in dissolution but not mcludmg a sale pursuant to an

~order of a.court ‘having jurisdiction .in the. premises or.a sale for cash on terms requiring that all or

" substantially all of the net proceeds. of sale be distributed to the shareholders in accordance with their
respective interests within one year after the date of sale. No such right to dissent shall apply to a

mortgage or pledge of any or all of the property and assets of a corporanon pursuant to section

7—5-1 12 (2)

(2) A shareholder may dissent as to less than all of the shares registered in hlS name. In that

event, his rights:shall be determined as if the shares as to which he has dissented. and his other shares -

were reglstcred in the names of different shareholders.

(3) Any shareholder electing to exercise his right of dlssent shall file with the corporat:on prior
to or at the meeting of shareholders at which the proposed transaction is submitted to a vote, a written
objection to such proposed transaction. If such proposal is approved by the required vote and the
shareholder has not voted .in favor thereof, the sharcholder, within ten days after the date on which
the vote was taken, may make written demand on the corporation for payment of the fair value of his
shares, and if the transaction is effected, such corporation shall pay to the shareholder, upon surrender
of the certificates representing such shares, the fair value thereof as of the day prior to the date on which
the vote was taken approving the proposed corporate action, exclusive of any element of value arising
from the expectation or accomplishment of the transaction. Any shareholder failing to make demand
within the ten-day period shall be bound by the terms of the proposed transaction. Any shareholder
making such demand shall thereafter be entitled only to payment as provided in this section and shall
not be entitled to vote or to exercise any other rights of a shareholder.

(4) No such demand may be withdrawn unless the corporation consents thereto. If, however, such
demand is withdrawn upon—consent; or if the proposed transaction is abandoned or rescinded or the
shareholders revoke the authority to effect such proposed transaction, or if no demand or petition for
the determination of fair value by a court of competent jurisdiction has been made or filed within the
time provided in this section, or if a court of competent jurisdiction determines that the shareholder

" is not entitled to the relief provided by this section, the right of the shareholder to be paid the fair value

of his shares shall cease and his status as a shareholder shall be restored without prejudice to any corporate
proceedings which may have ‘been taken during the interim.

(5) Wlthm thirty days after the transaction is effected, the corporation shall give written notice
thereof to each dissenting shareholder who has made demand as provided in this section and shall make
a written offer to each such shareholder to pay for such shares at a specified price deemed by the corpora-
tion to be the fair value thereof. Such notice and offer shall be accompanied by a balance sheet of the
corporation the shares of which the dissenting shareholder holds as of the latest available date and not
more than twelve months prior to the making of such offer, and a profit and loss statement of such
corporation for the twelve-month period ending on the date of such balance sheet.

(6) If within fifty days after the date on which the transaction was effected the fair value of such
shares is agreed upon between any dissenting shareholder and the corporation, payment therefor shall
be made within ninety days after the date on which the transaction was effected upon surrender of the
certificates representing such shares. Upon payment of the agreed value, the dissenting shareholder shall
cease to have any interest in such shares. : :
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(7) If w1thm said fifty-day period a dlssentmg shareholder and the corporation do not so agree,

the corporation, withiri thirty days after receipt of written demand from any dissenting sharcholder given £

within sixty days after the date on which the transaction was effected, shall file, or at its election . at
anytime within such period of sixty days may file, a petition in the district court for the county or city
and county in this state where the registered office of the corporation is located: requesting that the fair
value of such shares be determined. If the corporation fails to institute the proceedings as provided in

this subsection (8), any disseating shareholder may do so in the name of the corporation. All dissenting o
- shareholders, except those who have prevxously agreed with the corporatlon as to the falr value of their. = . =
- .shares, ‘wherever. resxdmg, shall be made parties to the proceeding -as ‘an’ ‘action agamst their ‘shares

quasi in.rem. A copy of the petition shall be served on each such dissenting shareholder who is a

_resident of this state and shall be served by registered mail on each such dissenting shareholder who is .

a nonresxdent ‘Service on nonresidents shall -also be made by publication as provided by law. The *

The court, if it so elects, may appoint one or more persons as appraisers to receive evidence and

as- is specified in thé order of their appointment or an amendment thereof. The ]udgment shall be
payable only upon and concurrently with the surrender to the corporation of the certificates representing
such shares. Upon payment of the ]udgmcnt the dissenting shareholder shall cease to have any mterest
in such shares.

(8) .The judgment shall include an allowance for interest, at such rate as the court determines
to be fair and equitable in all the circumstances, from the date on which the vote was taken on the

' transaction to the date of payment.

(9) The costs and expenses of any such proceeding shall be determined by the court and assessed
against the corporation, but all or any part of such costs and expenses may be apportioned and assessed
as the court deems equitable against any of the dissenting shareholders who are parties to the proceeding
and to whom the corporation has made an offer to pay-for the shares if the court finds that the action
of the shareholders in failing to accept such offer was arbitrary, vexatious, or not in good faith. Such
expenses shall include reasonable compensation for and reasonable expenses of the appraisers but shall
exclude the fees and expenses of counsel for and experts employed by any. party; but if the fair-value
of the shares as determined materially exceeds the amount which the corporation offered to pay therefor

or if no offer was made, the court, in its discretion, may award to any shareholder who is a party to
~ the proceeding such sum as the court determines to be rcasonablc compensatlon for any cxpert employed

by the shareholder in the proceedmg

(10) Within twenty days after demanding payment for his shares, each shareholder demanding
payment shall submit the certificates representing his shares to the corporation for notation thereon that
such demand has been made. His failure to do so, at the option of the corporation, shall terminate
his rights under this section unless a court of competent jurisdiction, for good and sufficient cause shown,
otherwise directs. If shares represented by a certificate on which notation has been so made are trans-

ferred, each new certificate issued therefor shall bear similar notation, together with the name of the

orlgmal dissenting holder of such shares, and a transferee of such shares shall not acquire by the transfer

- any rights in the corporation other than those which the original dissenting shareholder had after-

making demand for payment of the fair value thereof.

(11) Shares acquired by a corporation pursuant to this section may be held and dis'poscd of by a

corporation as in the case of other treasury shares. (§ 7-4-123, added.)
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- jurisdiction of the court shall be plenary and exclusive. All shareholders who are parties to the proceedmg i
~ shall be entitled to judgment against the corporation for the amount of the fair value of their shares. -

~ recommend a cler.:lsmn on the question of fair value. The appraisers shall have such power and authority .
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